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OPERATIONS OF THE FEDERAL HOUSING ADMINIS-
TRATION OF THE DEPARTMENT OF HOUSING AND
URBAN DEVELOPMENT

WEDNESDAY, OCTOBER 13, 1971

House or REPRESENTATIVES,
LEeGAL AND MONETARY AFFAIRS SUBCOMMITTEE
or TaB CoMMITTEE o8 GOVERNMENT OPERATIONS,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10:05 am., in room
9947, Rayburn House Office Building, Hon. John S. Monagan (chair-
man of the subcommittee) presiding.

Present: Representatives John S. Monagan, Dante B. Fascell,
I"I"tfrlmnd J. St Germain, George W. Collins, Garry Brown, and Charles

1one,

Staff present: Richard L. Still, staff director; Charles A. Intriago,
counsel; Jeremiah S. Buckley, counsel; William C. Lynch, investi-
gator; Frances M. Turk, clerk; Jane Cameron, assistant clerk; and
J. P. Carlson, minority counsel, Committee on Government Opera-
tions.

Mr. Moxacax, I will eall the hearing to order.

On May 24, 1971, the Subcommittee on Legal and Monetary Affairs
received testimony from Secretary George Romney concerning the
general operations of the Department of Housing an Urban DeveloE-
ment during the past 8 years. Responses to a number of questions sub-
mitted at the conclusion of the hearing have now been received and
evaluated, making it possible for the subcommittee to .examine
thoroughly each component part of the Department with a view to
determining departmental economy and efficiency.

Tt should be noted that this relatively young Department, estab-
lished in 1966, has undergone a number of internal reorganizations,
the most recent of which was designed to decentralize the Depart-
ment’s operations, placing more responsibility on the local and re-
gional levels. We were assured by Secretary Romney that this final
phase of the reorganization would be completed by September 30.

The subcommittee today begins an examination of the operations
of the Federal Housing Administration. FHA accounts for better
than 50 percent of the administrative budget of the Department of
Housing and Urban Development and traditionally has played a
unique catalytic role in the generation of mortgage money, for essen-
tially single family housing, The Housing and Urban Development
Act of 1968, which established national housing goals, placed an enor-
mous responsibility on FHA. While FHA has assumed responsibility
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for the 235 and 236 housing program, serious questions have been
raised as to its continuing efficiency in the nonsubsidized area. De-
partmental reorganization, with its emphasis on decentralization, in-
cluding the establishment of new area offices, has possibl y contributed
to the apparent loss of efficiency which is a growing concern of this
subcommittee,

In addition, this subcommittee, with its jurisdietion over the Treas-
ury Department and the financial regulatory agencies of the Federal
Government will be reviewing these agencies’ operations with a view
toward determining whether a significant cost savings can be realized
with the emergence, for example, of the FNMA coupled with what
appears to be a greater role for the GNMA. It is anticipated that the
President’s Commission on Financial Structure and Regulation with
its mandate to make recommendations insuring a steady flow of mort-
gage money for both unsubsidized and subsidized housing, will be
1ssuing its report in the near future, If the Commiission’s report does
contain proposals for the reorganization of executive branch agencies,
these would, of course, come before the full Committee on Government
Operations,

Today we are privileged to have before us Eugene A. Gulledge, As-
sistant Secretary for Housing Production and Mortgage Credit. Sec-
retary (rulledge has been asked to explain the Department’s policy on
the national allocation of new commitments of subsidized housing
contract authority. In addition, he has been asked to be prepared to
update the statistical data supplied after our May hearing and to
comment on the Departmental reorganization which is now completed.

Before we proceed 1 should like to introduce into the record at this
point the copies of an August 30 letter to Mr. Gulledge from the sub-
committee regarding the subject of allocations, our September 30 letter
of invitation to Mr. Gulledge, and Mr. Gulledge’s October 7 reply to
the August 30 letter with attachments.

The members may find copies of these letters in their folders. They
do add an additional element of information for possible questioning,
and they should be in the record at this point.

(The letters and data follow:)

Avgeusr 30, 1971.
AMr. EugENE A. GULLEDGE,
Assistant Secretary-Commissioner, Housing Production and Mortgage Credit,
Department of Housing and Urban Development, Washington, D.C.

Dear Mr. GurLLEnGe: The housing production programs aunthorized under See-
tions 235 and 236 of the National Housing Act are among the fastest growing
programs administered by the Department of Housing and Urban Development,
and the need which they seek to fulfill is certainly an urgent one. The subeom-
mittee, of course, has a continuing responsibility to monitor the progress of these
ITOZrams.

; In this connection Mr. Buckley and I were pleased to have had the opportunity
to discuss these programs with Mr. Cunningham, Mr. Kappeler, and Mr. Forest
of your staff.

The subcommittee would appreciate it if you would supply the following infor-
mation regarding your § 225 and § 236 programs:

(1) In response to question 3(a) in Chairman Monagan’s letter of June 15 en-
closing additional questions to be answered for the record of our May 24 overview
hearing on the Department’s operations, Secretary Romney listed some of the
factors which are taken into consideration in making regional allocations under
the § 235 and § 236 programs. We would appreciate a complete explanation of the
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allocation process, including a list of the factors considered in making this de-
termination with the relative weight assigned to each faetor.

(2) Who within the Department has responsibility for determining allocations
of contract authority for the § 235 and § 236 programs?

(3) Please supply a breakdown of allocations of contract authority under the
§ 235 and § 236 programs by region and also by HUD area offices or insuring
offices (in these cases where the insuring office is not a part of the HUD area
office) for fiscal years 1969, 1970, 1971 and 1972.

(4) Once a HUD area office or an insuring office has received contract authority
for a particular number of §235 and § 236 units, please explain the allocation
process followed from that point on, stating what factors are taken into con-
sideration in determining which project proposals will be awarded reservations.

Who within HUD area offices or insuring offices has responsibility for de-
termining which projects will be awarded reservations?

(5) Once a builder or sponsor has received a reservation and/or a conditional
commitment under § 235 and § 236 programs may he sell or in any way transfer
such a reservation or commitment to another builder or sponsor?

(6) Please supply a breakdown on a regional and area office or insuring office
basis showing the number of reservations and/or conditional commitments under
$ 235 and § 236 programs which have been “turned back” by builders or sponsors
who are unable to complete housing in fiscal years 1969, 1970, 1971, and 1972,

(7) In the event that a reservation is “turned back”™ because a builder or
sponsor has been unable to complete housing, does the power to reallocate that
reservation return to the insnring office or area office which initially granted the
reservation to the builder or sponsor?

(8) Please estimate the amount of delay in housing production which has been
occasioned by the failure of builders or sponsors to complete housing for which
they have received reservations under the § 235 and § 236 programs,

(9) If an insuring office or area office is not using its contract authority under
the § 235 and § 236 programs in an expeditious manner, is there any provision
for reallocation of contract authority within its region or outside of its region?

In the ahsence of Chairman Monagan I am requesting that you supply responses
to the above inquiries at your earliest convenience.

Sincerely yours,
RicuArp L. StILL,
Subcommittee Staff Director.

SEPTEMEBER 30, 1971.
Mr. EUGENE GULLEDGE,
Assistant Secretary for Housing Production and Mortgage Credit-FHA Commiis-
stoner, Department of Housing and Urban Development, Washington, D.C.

Dear Me. Gurrence: You will recall that you were unable to appear before this *
subcommittee at our overview hearings in May regarding the Department of
Housing and Urban Development. A significant number of guestions regarding
HUD operations which arose at that hearing concerned the activities of the
TFederal Housing Administration. This, of eourse, is not surprising in light of the
high percentage of departmental personnel assigned to this division and the
catalytic effect of many of the programs administered by FHA.

The subcommittee has a continuing interest in FHA operations. Your office
has traditionally had the key role in the process of housing production, and the
addition of responsibility for subsidized housing programs has inereased your
impact on the housing market.

This subecommittee with its mandate for oversight of HUD operations will be
examining FHA on a continuing basis. We are requesting that you appear before
the subcommittee on Wednesday, October 13, 1971 at 10 a.m. and be prepared to
appear Thursday, October 14, in room 2247 of the Rayburn House Office Building
to testify regarding FHA operations generally and, in particular, the method of
allocating subsidized housing commitments on a regional, area office, and insur-
ing office basis.

You have our letter of August 30 dealing with the general subieet of allocation
of subsidized housing commitments. The letter raises the type questions which
the subeommittee will want to consider at the npcoming hearings, and we would
appreciate it if you would direct your opening statement to those guestions. In
addition, we would appreciate your being prepared to update the statistical data
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contained in responses to questions raised at our May hearing and to present
statistical data on the general subject of allocations and starts under FHA-
administered programs,

Finally, since the last stage of the reorganization of the Department has re-
cently -been completed, the subcommittee would appreciate having your assess-
ment of the effect of the reorganization upon the operations of the FHA,

Sincerely yours,
JorxN 8. Monacaw, Chairman.

DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT,
FEpErAL HoUSING ADMINISTRATION,
Washington, D.C., October 7, 1971,
Mr. Ricearp L. StIrn,
Bubeommittee Staff Director,
Legal and Monetary Affairs Subcommittee of the Committee on Governmient
Operations, House of Representatives, Washington, D.C.

Dear MRe. StiuL: This is in further reply to your letter of August 30, 1971, in
which you requested further information concerning section 235 and section 236
on behalf of the subcommittee.

The nine questions you raised are answered below, in the order in which yon
asked them.

1. The methodology employed in determining allocations of contract anthority
to HUD field offices is known as “adjusted fair share.” This methodology pro-
vides that every section of the country, as represented by the various area and
insuring office jurisdictions, receives a proportionate share of assistance for
low- and moderate-income housing, based on several factors.

Under this system, we utilize the budgetary projections of units for which
reservations of contract authority will be made in a given calendar vear for all
subsidized programs. Allocations of contract authority are then made to area
and insuring offices by the HUD central office, through and with regional office
consultation, on the basis of need factors and two production factors. These
factors are:

NEED FACTORS

(@) Program potentials. Standardized annual estimates of need for each hous-
ing program are made for all counties on the basis of family ineome distribu-
tions, ages of household heads, and housing conditions reported by the Census
Bureau.

(b) Absorption potentials as estimated by the field offices.

PRODUCTION FACTORS

(c) Previous year program starts.

(d) Prospective starts as estimated by the field offices,

This enables us to establish an “adjusted fair share” for each jurisdiction
modified by past and estimated production performance. In determining alloca-
tions of contract authority for fiseal year 1972, need and production factors are
weighted on a 60-40 basis, respectively.

2. The responsibility for determining allocations of contraet authority for
sections 235 and 236 rests with the Assistant Secretary for Housing Production
and Mortgage Credit-FHA Commissioner,

3. Allocations of section 235 and section 236 contract authority have not vet
been finalized for fiscal year 1972. We expect to make them within the next sev-
eral weeks, and will provide you that information when available. Allocations for
the other years are enclosed.

4. Proposals undergo an evaluation according to projeet selection criteria.
The criteria are currently in effect on an interim basis. These eriteria provide
for evaluation of the following areas: (1) Need for low (er) income housing: (2)
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minority housing opportunities; (3) improved location for low(er) income fami-
lies; (4) relationship to orderly growth and development; (5) relationship of
proposed project to physical environment of the neighborhood; (6) efiicient pro-
duction: (7) projeet potential for creating minority employment and business
opportunities: and, (8) provision for sound housing management. (This latter
eriterion is not applicable to section 235 proposals.)

These proposals which best fulfill the criteria will receive contract authority
ahead of less satisfactory proposals within the market area.

The Director within the HUD area or insuring office has the ultimate re-
sponsibility for determining which proposals will be awarded reservations. Since
it is the Director who makes the determination as to whether the proposal is
feasible, the initial processing and evaluation of proposals according to the
project selection eriteria for section 236 proposals are the responsibility of the
multifamily housing representative, subject to the approval of the program
manager and the operations director in area offices. In insuring offices, processing
and evaluation of section 236 proposals are the responsibility of the multifamily
coordinator and subject to the approval of the chief underwriter. Processing and
evaluation of section 235(i) proposals in area and insuring offices are the re-
spongibility of the assistant director for single-family mortgage insurance and
the chief underwriter, respectively.

5. A builder or sponsor may substitute another sponsor or transfer interest in
a feasibility letter or conditional commitment with the approval of the issuing
office under section 236. He may not transfer fund reservations under section
235.

6. The information requested is not readily available and would require a
gurvey of all offices in order to obtain the necesmary specifics. Since the be-
ginning of the section 236 program, approximately 200 reservations of contract
anthority have been canceled. The reasons for the cancellations vary, but they
have not been catalogued.

BEvery effort is made to assure that sponsors and builders are capable of com-
pleting their projects. The primary vehicle for making such a judgment is the
project selection criteria. The criteria provide for evaluation of builders and
sponsors in terms of their ability to proceed promptly to construetion and com-
pletion, primarily in terms of past performance.

7. In the event that a reservation or conditional commitment is “turned back,”
the contract authority again becomes available to the office which issued the
reservation or commitment.

8. In order to respond to this question, it would be necessary: (1) to know
after what period of time a program reservation had been canceled; (2) to
assume a standard period of time required for completion of 235 and 236 projects,
regardless of size or other factors; (3) to assume that a new proposal would
receive contract authority immediately; and, (4) to assume that the “replace-
ment” project would proceed smoothly to completion at some specific rate of
progress. Such assumptions could be made only on an arbitrary basis and would
not provide an accurate answer to the question.

We Uelieve that our processing procedures and program requirements are
sufficient and have been successful in reducing potential delays in production to
a minimum.

9, If it appears thatf a particular area or insuring office is not efficiently utilizing
the contract authority allocated to it, the regional administrator may request
that authority be withdrawn from that office and redistributed to other offices
within his region in immediate need of additional authority. In cases of special
need or urgency, the central office may redistribute contract authority among
regions.

If we may provide you with any further information, please let us know.

Sincerely,
EvGENE A. GULLEDGE.

Enclosure.




SEC. 235

DISTRIBUTION BY FISCAL YEARS

Fisca! year 1969 Fiscal year 1970] Fiscal year 1971

(70,000,000)

(125,000,000)

(130,000,000)

Grand total
(325,000,000)

REGION 1

Connecticut: Hartford ...
Maine: Bangor
Massachuseits: Boston___._
New Hampshire: Manchester__
Rhode Island: Providence. .
Vermont: Burlington

Total for region |

REGION 11
New Jersey:
Camden..

New York:

Hempstead
New York. ...
Puerto Rico: San Juan_.___

Total for region I
REGION 111

Delaware : Wilmington_

District of Columbia: Washmgtnn

Maryland: Baltimore._ _

Pennsylvania:
Philadelphia...co-ceeeeeeenen .-
Pittsburgh__

Virginia: Richmond ..

West Virginia: Charleston_______ .

Total for region I111_
REGION 1V

Alabama: Birmingham
Florida:
Jacksonville. .
Miami_ ..
Tampa

Mississippi: Jackson___
North Carolina: Greensboro_
South Carolina: Columbia
Tennessea:

Knoxville

Memphis.

Total for region 1V

> REGION Vv
linois:
Chicago. .
Spnnghew

Minnesota; M

Ohio:
Cincinnati.. .
Cleveland.

Wisconsin; Milwaukee._ _

Total for region V_

$350, 395
127,044
698, 724
174, 312

72,972
78, 264

31,077,460 __.__

449, 016
1,292, 326
436, 798
301, 468
B3, 866

1,018,119
351,030
426, 934
164, 886

1,500, 711

3,640,943

2 -150 519

1,189, 554
530, 496

426, 888
1.4?1. 789
1,491, 948
5,155.6?5

353, 460
801, 576
484, 668
632, 569
566, 424
789, 444
1,128, 608

4,757,449

1,529, 460
1,345,284
965

1,602, 792

1,032,192
926, 352

1,102,114
713, 862

507, 892
1,767,707
2,851,422
6,998,057

692, 626
95, 041

488,135
151, 590
300, 395

3,272,539

5000326

167, 322
464, 503
1, 089, 945

1,303, 706

83, 151
483,190
344,695
660, 537

1,556,919
1,099, 968

""§449, 550

$1,427, 864
1,075, 610
3,009, 169

962, 140
801, 374
327,016

7,603, !?3

17, 154, 058

603, 633
1, 749, 269
1,919, 308

2,596, 812
3,814,031
3,273, 064
1, 968, 768

3,393,750
1, 680, 700

2,317,728

4,228, 460

4,030, 507
2,114,104

15,924, 885

8,953,717
5,140, 088

12, 698, 338
,493, 654
7,016,058
6,690, 381
11,407, 802
6,962, 228
5,899, 564

13, 520,880

1,906, 416
928, 584
1,382,328

2, 142, 000

1,148, 004
508, 572

2,020,284

12 ?3? 052

33,223, 882

37,321, 101

B4, 065, 863

4,938,929
1,203,799
3,638,679

6, 687, 370
2,045,498
948, 875

1,202,784

473,131
1,572, 450
1,617, 166

9, 829, 627
4,599,123
, 158,977

13,937,700
511,198
592, 115

884
591
214
1

8
34
14
990, 106

23, 328, 681

iy
3,
5
2
Lo
3,
3
5
0,

2,
53,
5,
1;
0,

60, 960, 535
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. 235 DISTRIBUTION BY FISCAL YEARS—Continued

Fiscal year 1969 Fiscal year 1970  Fiscal year !'-1?1
(70,000,000) (125,000,000) (130,000,000)

REGION VI

Arkansas: Little Rock $665, 460 $1, 046, 277 $2,382,309 $4, 094, 046
Louisiana: )
New Orleans. 1,314,288 3,621,921 3,838,777 8,774,986
Shreveport 1,305,216 2, 115,904 1, 695, 876
New Mexico: Albuquerque 629,172 1,093, 433 1, 487, 391
Oklahoma:
Oklahoma City. .. .o co e cnoaacians n 645, D48 1,249,312 1, 399, 629
Tul 452,988 1, 003, 802 1, 461, 648
Texas: Dallas .. ....ccooo..: 1,383, 840 2,451,736 4,011,124
Fort Worth_ . 688, 140 953,110 1,928,337
Houston. . 555, 840 947,170 89, 000
Lubbock. _ = 550, 548 1,195, 502 313,319 .
San Antonio.- 1 502, 928 4,150,942 2,641, 357 8, 295, 227

Total for region VI : o 19,830,214 21,248,767 50,772,849
REGION Vil

lowa: Des Moines 1218, 1,639,649 2,885,727
Kansas:

Kansas City . _ \ 1,236,732 1, 699, 859
Topeka_.....- = 1,078,210 2
Missouri: SL, Louis. ..... i 842, 432 1,302,129
Nebraska: Omaha.... 1,332,354 1,285,112

N T T e e Y ??_I-S %7
REGION Vi1l

Colorado: Denver... ... .o .io.oi...... 2,011, 896 1, 987, 886 2,847,114
Montana: Helena._ 406, 440 463, 100 442,999
Morth Dakota: Fargo. . e 96, 408 324, 522 232, 061
South Dakota: Sioux Falls 549, 000 454, 430 257, 811
Utah: Salt Lake City 1,051, 488 1,962, 275 1, 873, 746
Wyormings Caspis.< o e = aeiar = o 93, 384 195, 416 218, 501 507, 301

Total for region VIl ..o oo 4, 208, 616 5, 387, 689 5, 882, 232 15 478, 537

REGION X

Sri'l;lona: PROSNEC N N o N 1,053, 432 1, 040, 198 2, 647, 491 4, 741,121
alifornia:
Los Kmpefas. i 70l Ll .. 770, 940 1,452, 220 2,079, 673 4,302, 833
Sacramento. 1,413, 324 2, 297, 656 2, 700, 419
San Diego.... 738, 792 1, 308, 078 1,150, 657
San Francisco. 2 E 877, 212 2,177,892 4, 664, 515
Santa Ana___ 635, 976 1, 157, 944 2,132,284
630, 000 487, 140 415, 376
556, 164 1,432, 188 2,416, 872 d '1435 224

Total for region I1X 6, 675, B40 11,35.4;.915 18, 207, 287 : 36.233.-”-!3
REGION X N )

Alaska: Anchorage 98, 546 393, 238 547, 368
|daho: Boise_.... 393, 828 522, 890 1,139,810
Oregon: Portland._..._... LT 1 427, 396 1, 846, 222 1, 630, 165 4,871,783
Washington:
Sestla s e, Mas ;B0 T LU 1,407,018 3, 085, 192 1,921,218 6,393, 428
Spokane 541, 476 1,321, 874 669, 171 2, 532, 521

Total for region X 3, 649, 566 5 725, 662 5, 109, 582 la 484 S‘IO

us. lntal._.._.,......_____.___.____.__‘___‘-— 56.2-11 144 125,124, 518 130. 001 w2 321 36? 084
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SEC. 236 DISTRIBUTION

Compt. repeat,
Jupe 30, 1969, Fiscal year 1970 Fiscal year 1971
(70,000,000) (120,500,000) (13! 000,000)

Total 236
distribution,

fiscal years 1969-

70 and 1971

REGION 1

Connecticut: Hartford . ..........
Maine: Bangor

Massachusetts: Boston......
New Hampshira; Manchester.
Rhode |sland: Providence......
Vermont: Burlington

Total for region I.....--..

REGION 1l
New Jersey:
Camden . s s
MNewark..
New York:
Albany.......
Buffalo
Ham“'»ad
New York
Puerto Rico: San Juan........

Total for region H........

REGION [T

District of C
Maryland: t
Pennsylvania:

Virginia: Richmond.

West Virginia: Charleston:. ..., o oces L

Totakfor:meglon B Lo Lo o
REGION IV
Alabama: Birmingham..._.....

Florida:
Jacksonville.

Tarnua >

Georgia: hlanH s T

Kentucky : Louisville. st ..

Mississippi: Jackson

North Carolina: Greenshoro__

South Carolina: Columbia. .

Tennesses:
EasvifessSoe St e
Memphiit s, o REN S TR

Total for region IV

REGION V
Tilingis:

Grand Rapids.
Minnesota: Minneapolis_.
Ohio;

Columbus. . ..
Wisconsin: Milwaukee_

$784, 414 $5, 266, 665
406, 009

7,078, 903
709, 780
929,333
234,348

$3,129,163
512, 529

9, 658, 874
586, 561
582, 101
185, 199

2,310,271
136, 665
83, 650

$9, 180, 242
918, 538
19, 108, 059
1,433, 006
1,595, 094
419, 547

4, 25 043 1-1 u;4 427

91, 876 » 126,
75,685 4, 080,
1,783,
1,452,

981

605
456

T 284811
2. 169, 075

9’"1' »186

, 856, 5
3,138, 168

767,637

20,497,308

5, 080, 8
3,358, 07

3, 020,

2,166, 2

2,453,
818,

“1,018,432
181,533

" 7859,959
-1‘~U, 240

56 8:5 5’3

606, 860
7,338,629
4,809,438

b, 028, 380
4, 901, 446
4,555, 421
1,946, 593

2,510, 154 17,271,

902, 472

1,941,521
1,902, 429
4,229, 626
3,847, 042
2,012,080
1,247,549
2,157, 262
1,251,121

1,091,508
31? 295

445, 560
, 365, 44

, 830,445
, 398, 705
202, 208
326, 367
,034,818
170, 35? 764, 086
279,081 672,141
862,137
1 315 ?25

25 J\'] r‘-.a

 12emom

29, 186, ?6?

1,278,783
2,481,546

1‘r 193 9J3

608, 080 , 821, 528
121,777 4 . 150,933
741,920 f 1 , 225, 404

682, 651 488,175
312,176 2.0 ] 1,788, 461
15,751 + 162, 2,392,898

82,707 , 460, 691
394, 978 5,194
1489
, 941

3 353 99-1 33 42,280 28,142,714

10, 094, 906
2,974, 184
10,147, 565

12,879,619
4,141,174
4,571, 140

2,859,874
5,665,016
3,799,552
2,810,958

59,943,968




SEC. 236 DISTRIBUTION—Continued

Total 236

Compt. repeat. distribution,
June 30, 1969, Fiscal year 1970 Fiscal year 1971 fiscal ;ea:; 1969-
(70,000,000) (120,000,000) (135,000,000) 0 and 1971

REGION VI

Arkansas: Little Rock $38,138 $1,255, 290 $521, 905 1,815, 333
Louisiana:

New Orleans. - ........ 40, 995 2,100, 476 1,287,210 3,428, 681

Shreveport ) | 177,336 150, 476 321,812
New Mexico: Albuguerque = - 603, 004 257, 384 6
Oklahoma:

T R R o e e e - S g e 1,064, 343 724, 451

Tulsa ...... 3 e L 1,014, 562 599, 577
Texas:

1,718,089 4,015,753 , BA4, 367

1,760, 318 920, 927

S > 2,257,652 608, 903

AL ! - 890, 429 236, 677

San Anto : 583,987 2,018,178 1,287,118

Total for region VI ... 2,433,244 17,157,341 5,438,995 28,029,580
REGION ViI 7= ' ” =

Lowis: Dot MOTROS .. or . v ievr el ah deamnsnnn , 104 1,790, 661 672, 447 2,619,212
Kansas:
R e L K e gt O , 683 2,098, 841 1, 805, 087 , 905, 717
Topeka. . E S S e A o oy P el , 4 298, 626 912, 569
Missouriz St Louls. . ..o o , 446 1, 305, 161 , 078, 607
Nebraska: Omaha - cxe o ccoaianisaiimal =R 501, 946 229, 557 131,503

Total for Region VIL: - .. e oot oo 793 7,178,937 4,310,878 11,647,608

REGION Vil

Colorado: Denver. ... .......... 21, 754 Z,047,372 1,115,311
Montana: Helena CE e 47, 581 505, 452 676, 591
North Dakota: Fargo. - s e A 220, 828 123, 000
South Dakota: Sioux Falls. ... ... ... - 100, 555 265,019
L= St Tk Oy i 215, 154 140, 800
Wioming: Caspers®. . .ol .iciaaiioan SF T g 135, 579 37,7

Total for region VIII 77,315 3,224,980 2,362,438
REGION IX i - o a

Arizona: Phoenix , 455 1,219,201 1,180,757
California:
EH T Y e N i e 52,177 7,039,988 4,663, 487
Sacramento_ .. _....... 31,138 1,371,679 763, 866
L)) e S T . 5 1€6, 512 3,028,126 1,470, 764
San Francisco SRR ;127 6,412,518 4, 696, 381
Santa Ana...... g o - e L L L R
HewaklsHonolili. e o os et et rania : 693, 200 752, 281
Nevada: Reno._.. : A ST 88, 505 449,143 302, 333

Total for region 1X.. .. oooimeee .- 2,058,014 20,213,855
REGION X :

Alaskazpnchorage. .. ... .. oilds. Lo L 131, 064 69,418
T R R S e e 26, 856 153,590 214,708
i e Y N A U RS S T s AR 922,012 723, 856 1;
Washington:
71y TV TR 8 o= o T 179,333 3,342,778 1,031, 069 4,553,
Spokane. .. .- SeAEE I S SR s A TR T 721,050 261, 101

Total for region X . —oovooenaeeons 206,189 5,270,494 2,300,162 7,776,84

13, 829, 869 36,

125,205,616 303,026, 293

U.s. total 18,539,154 159,281,521




10

DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
HOMEOWNERSHIP ASSISTANCE, SEC. 235—USE OF CONTRACT AUTHORITY

[Dollars in thousands]

Fiscal year 1972
Fiscal year Fiscal year Fiscal year through
1969 actual 1970 actual 1971 actual  Sept. 24, 1971

Unit resarvations . et cqeo. ool ious e 27,698 143,234 142, 154 31,433
Amountreserved....._ ________ . __ $21,024 $129,592 $139, 020 $22,775

RENTAL HOUSING ASSISTANCE, SEC. 236—USE OF CONTRACT AUTHORITY

|Dollars in thousands|

Fiscal year 1972
Fiscal year Fiscal year Fiscal year throu§h
1969 actual 1970 actual 1971 actual Sept. 24, 1971

Unit reservations......._.__._. FENTAT I 4 21,637 131, 744 158, 892 19, 382
Amoun! reserved.. . ___ s RS §18,539 $132, 238 $144, 372 $15, 297

HOMEOWNERSHIP. ASSISTANCE, SEC. 235—USE OF SPECIAL SET-ASIDE CONTRACT AUTHORITY

[In thousands of dollars]

Fiscal year

19721

Fiscal 1\mar Fiscal year Fiscal year through
969 1970

Purpose 1971 Sept. 24, 1971

Model cities

Project Rehab__.

State and local aided. .
Operation Breakthrough
New communities. ...
Las Angeles plan_._.. R : A28
Department of Agriculture - 2,803 4,143 L.

Total____. i 556  8,7%  17,8%

I Cantral office set-asides, except Project Rehab and Operation Breakthrough, have been discontinued. They will be
made at the field office level.

RENTAL HOUSING ASSISTANCE, SEC. 236—USE OF SPECIAL SET-ASIDE CONTRACT AUTHORITY
[In thousands of dollars]

Fiscal year
19721

Fiscal year F|scal{ear Fiscal year lhwugh
1969 970 1971  Sept, 24, 1971

Purpose

Model cities

Project Rehab_________

State and local aided .. ... o . T ... _.
Sec. 202 pipeline (elderly housing)

Operation Breakthrough_ ... ...
New communities 1

Impact housing (military).

Los Angeles plan

Business participation._ .. ... ... i . . ...

Total. ool R PR AR TR 2,002 9,58 55,408

| Central office set-asides, except Project Rehab and Operation Breakthrough, have been discontinuad, They will be
made at the field office level.




11

RESERVATIONS FOR 235 CONTRACT AUTHORITY

Total

reservations
fiscal raar
969

Total
reservations
fiscal {ear

Total
reservations
fiscal year
97

Total
reservations

Total
reservations,

liscalgeal made fiscal year

1972 to Sept
24,1971

1969 through

Sept. 24,1971

Region'l

Connecticut: Hartford
Maine: Bangor. ____.
Massachusetts: Bostan_.

New Hampshire: Manchester . ..--.---

Rhode Island: Providence......-.
Vermont: Burlington. ... ...

Total for region |

REGION 1l
New Jersey:

Puerto Rico: San Juan
Total for region H...-.-
REGION 111

Delaware: Wilmington._ . . .-
District of Columbna; Washington_.
Maryland: Ballimore. . _
Pennsylvania:

Philadeiphia

Pittshurgh_ . _. -
Virginia: Richmond
West Virginia: Charleston......-

Total for region M- -.coeeaean

REGION IV

Alabama; Birmingham.
Florida: Jacksonville. _.

Georgia: Atlanta. . ..
Kentucky: Louisville...
Mississippi: Jackson
Morth Carolina: Greensbor
South Carolina: Columbia.
Tennessee:

Knoxville

Memphis

Totalfor region IV.......

REGION -V
Iinois:
Chicago....
Springfield.
Indiana: Ing
Michigan:

Detroit_ <o~
Grand Rapids
Minnesota: Minneapo

Ohio: .
Cincinnati...
Cleveland__
Columbus. .
Wisconsin: Miiwaukes.

Total for region V.

See footnote at end of table.

31,752

450 3}'4

$519, 679
350, 616
1,181, 149
367, 589
222, 028
89,278
2,730,348

SgSS, 492

151 098

$154,079
436, 560
131,759

1 —(7,704)
808

58, 208

$1, 390,916
1, 050,
2,974,772

954, 424

798,190
330,336

3 508 302

809,710

7,498,734

287, 286
102, 816

107, 352
218, 484

1,169, 333
609, 714

625, 198
1,828, 1 05
41,86

1,288, 443
472,538

467, 818
0, 306

30,
269, 076

4,508,322

1 —(103, 576)
71,220
1 —(154 935}

IIJ3 5?6
TazEm

1,485
36, 288

2,64
1, 25
0

1; -!5 432
2,653
414, 512

77,584,720

1,306, 374

6, 647, 645

7,626, 503

24,99

15, 605, 518

244, 944
303, 156

130, 009
111,132
337, 176
767, 340

148, 830
826, 701
858, 004

1, 255,012
1,532, 047
K 545.314

217, 515

408, 632
8

343, 36
1,170,744

1,936,012
AT

144, 844

2,006 38,
1 {?3# BOB) 1 — (267, 0?2)

594, 409
1, 604, 028
1, 860,713

2,947,153
3,606, 725
3,292,616

745, 320

b, 845, B28

4,713, 469

1,114,750

14, 650, 964

472, 500

394, 632
295 352

3,675,980

4 416, 020

3,675, 798
1,982, 284

28,
1,298, 552

848, 344
633, 735

a8
=1

2y

B8
=&HESE

= O~ 0 G0 1D e L 00
o
=

&

34, 141,933

40, 960, 004

7,558, 681

574, 560
390, 096
483, 084

542, 052
250, 992
102, 816

3,342,990
2,369,478
3,243,795

5,674, 158
2,617,328
1, 113, 854

1, 940, 526
2,040, 570
1, 638, 351
2 351, 892

5,342, 346
975, 430
2,920, 248

4, 643, 782
1, 003, 608
904, 714

1, 208, 906

564, 206
1, 868, 986
2 160 887

770, 400
949, 304
525, 889

2, 676, 712
305, 592
124, 120

6, 848
469, 944
375, 846
493,403

__E_EEh oss
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RESERVATIONS FOR 235 CONTRACT AUTHORITY-—Coatinued

Tetal Total Total Total Total
reservations  reservalions  reservations  reservations reservations,
fiscal g!eaT fiscal year fiscal year fiscal year made fiscal yaar
1870 1971 1972 to Sept. 1569 through
24,1971  Sepl. 24, 1971
REGION VI
Arkansas: Little Rock................. $205,632  §1,134,502  §2, 607,425 $399, 698
Louisiana:
NowOrieensa: o .00 v 421, 848 3, 384, 682 4, 107, 686 1, 176, 144
Shreveport_ _......_.. 4 400, 680 2, 825, 070 1,834, 658 578, 656
New I\'Iex:r.o Albuguerque 174, 636 1,163, 064 1,773,812 273,920
Oklahoma:
Dklahoma Cily.......covenocannnn 182, 195 1, 231, 034 1, 738, 002 485, 352
T - B e LT T 88, 452 1,014, 468 1, 693, 296 219, 992
exas:
Dallas._ 483, 840 2,369,010 641, 390 810, 632
Forth Warih_. 235, 628 1, 025, 542 2,084, 834 450, 265
Houston.. 102, 816 901, 824 402, 272 234,544
Lubbock___ 91, 476 959, 408 941, 655 110, 707
San Antonio. .o........ 557, 928 4,789, 232 1, 940, 710 503, 328
Total for region VI_.._._...... T 2,046,132 2,597, 836 23,765, 610 5,043,229
REGION Vi1 T T Ty F e AR
fowa: DesMoines. oem e 395,323 1, 960, 248 2,907, 882 600, 912
nsas:
Kansas Cily 133, 056 1,323, 628 233,994 171, 200
Topaka. 415, 044 1, 187, 466 1,477, 718 619,616
Missouri: St. Louis 185, 9 1, 078, 924 1,433, 692 1(38, 520)
Nebraska: Omaha.. . I ?37 332 1,268, 731 138, 672
Total for region Vil........c....c  LATLSST 7, zsz 598 7,320,017 1,491,880
REGION Vill P SR T | SRR
Colorado; Denver. .o oo e ool 582, 876 2, 860, 656 2,999, 755 196, 176 6,639, 463
Montana; Helena._. " 180, 684 529,116 495, 168 24, 824 1,229,792
North Dakata; Fargu 51, 408 300, 762 214,614 43, 6! 610, 440
South Dakota; Sioux Falls_ ! £ 182, 952 649, 698 410, 062 16, 264 1,258, 976
Utah; Salt Lake e e 3 374,220 2,292,990 2,042,958 118,984 4,829, 152
\N‘yomlng Caspercii Sn_ . coasiy 48, 384 179, 116 248, 444 31,672 507, 616
Total forregion VIll....__.___.. 1,420,524 6,812,338 6,411,001 431,576 , 439
REGION 1X TR, = - T 7 S I
Arizona; Phoenix. o .. ... 2 ¢ 241,920 1,202, 520 3,231,968 202,872 4,879,280
California:
Los Aupebés .. o .ot 275, 184 1,484, 382 1, 590, 659 538,424 3, 888, 649
Sacramento. SR e 509, 544 2,530, 766 2,679, 666 507, 608 6, 227, 584
San Diego__. AN 284, 256 1,205,394 1, 554, 317 130,617 3,234, 584
San Francisco, B = 1 245, 700 2, 102,734 4,221,121 742, 152 7,311,707
SEMEARN st R e 251, 748 1, 118, 751 2,162,277 272, 208 3, 804, 984
Hawaii; Honolulu N A A 920,010 457, 486 153, 224 1,530, 720
Mevada; Ren0.s. ..o ivioaaiiaan 239, 652 1,448, 393 2,496, 262 162, 640 4, 346,952
Total for region IX__...... e 2,048,004 12, 0?2 955 18, 393, 756 2 :09 ?45 35,224, -153
REGION X - - - LT g R
Alaska; Anchorage. .. ... ... .. .. _.. 10, 584 101, 346 282, 062 11,984 405,976
Idaho; Boise e R %3 43,336 464, 534 399,354 196, 880 1,103, 144
Oregon; Portland___._ .. . ... ....... 522, 396 2, 245, 696 1, 881, 764 215, 622 4, 865,478
Washington:
Sestile ... ... _. N 507, 774 3, 006, 608 2,789, 811 600, 591 6, 904, 784
T T R RS 11 B 1 89, 964 1, 495, 256 883, 100 78,752 2,547,012
Total for region Xo._..___ ..., 1, 1?3 054— :-' 3!3 440 *: 5 236, ;31 1 1ﬁ3 329 15 826 -hs
R e S T 20,676,058 131,677,869 140,527,904 27,186,454 320, 068,285

! Cancellations and recapture.




RESERVATIONS FOR 236 CONTRACT AUTHORITY
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Total reservations less sec, 202

el Yo

Fiscal year

Fiscal year
1970 971

Fiscal year
1972

to Sept
24, 15‘71

Cumulative total

Sec. 202/236
reservations to

Sept. 24, 1971

Units

Reservations
to Sept. 24,
Amount 1971

REGION |

Connecticut: Hartford__..__
Maine: Bangor.......
Massachusetts: Boston
New Hampshire:
Manchester. ... ____._.
Rhode Island;
Providence___._.
Yermont: Burlington

§764, 414

“"2,370, 217

136, 665

$4,175, 971
17,063

5, 046, 292
548, 780

712,294
164, 348

$3, 068, 253
614, 357
9, 565, 278

405, 624

754,634
248,737

3641, 446

360, 174

800, 931
169, 540

485
1,695
80

183,097 ..

Total for region I.... 3,375,016 10,764, 754 14,656,883 2,155,

REGION 11
New Jersey:

Albany.........
Puerto Rico: San Juan_
Total for region 11...

REGION 111

Delaware: Wilminglon,
Dlstnci of Columbia:

ington
Marylamf Baltimore
Penns Pﬁlvama
iladelphia
Pittsburgh
Virginia; Richmond..__...

91, 876
75, 685

119, 338

2,338,646

202, 202

rA 845 ?4?

West Virginia: Charleston.._..._

1, 110, 453
3, 395, 502

1, 447, 956
1, 165, 456
11,087,812
1, 644075

1,028, 336
3,284,179

3,691, 081
2,661,921

15,960,340

177, 998
=210, 208

122, 065

476
361

144

$423, 468
1,683, 376
68,919

59 693 552

1,600
19 466 154
1,329, 528

1,733,685
413, 085

346, 110
350,177

140, 197

T LR o s o wahn Pos e

'1 393 606 -
2,698,291 __

4, 562, 568

!9 %1 254 29,325, 148

1,907, 296

279, 040

3,719,931
2, 460, 871

2,247,984
1,414,784
1,557, 329

9, 220

65, 879

2,264, 768
1,310,819

1,130, 813
1, 646, 132
2,071,672

121,113

84, 129
152, 298

422,798

150

192
391

1, 657
437
144
210

83‘5 434 51 ‘r’?: 929
121,258

175, 955
351, 318

1, SEU. ESB

i 58, 24-1
204, 629

587,290

Total for region iIL_

2,510, 154

lzfzré. 159 5,032,388

2 102, 074

3,191

2,542,238 28, 866, 013

REGION IV

Alabama: Birmingham
Florida;
Jacksonville
Miami_ ...
Tampa......
Georgia: Atlanta___
Kentucky: Louisville__
Mississippi: Jackson
North Carolina:
Greansboro. .. ........
South Carolina: Columbia._.
Tennessee:
Knoxville
Memphis..._

170, 367
279, ugl

650, 472

1, 235,995
902,117
1, 767, 981
2,209, 998
403, 555
252,579

1,317,132
871, 246

394, 864
197, 744

574,418

520, 506
1, 901, 537

834,472

3, 161, ?38
1, 787, 686
607, 426

1,579, 167
581, 506

746, 722
1,083, 532

175, 255
255,073
227, l3g

—46, 129
278; 511
23, 891

12, 416
143, 375

264,979
—7,701

206

619
420
2,777
1,676
989
618

366
429

151,324 1, 551, 469
2, 686, 146
3,500, 116
5, 326, 878
7, 466, 151
3, 637,097
1, 551, 767

3, 309, 886
2,147, 305

1,943,128
1, 666, 787

257,472
383, 212

Total for region IV. ..

REGION V

Hiinois:
T
Springfield

Indiana:
Indianapolis_.__.

Michigan:

Grand Rapids
Minnesota: Minneapolis.
Ohio:

Cincinnati

Cleveland

Columbus
Wisconsin: Milwaukee_.__.

Total for region V...

69323

1, 515, 728

10, 203, 683 13, 388, 710

1, 326, 802

8,351, 807 34, 786, 730

6086, 080
121,111

741, 920

682, 651
312,176
15, 751

82, 707
394, 578
322,958

77,996

3,358,994

3,085,734
1,145,031

5,465, 343

5,795, 692
1, 386, 212
1,416,835

805,973
1,248, 302
513, 492
821,119

21,638,733

5,425, 778
1,343, 685

3,537,741

4,263, 454
2,221,831
2,003,125

1,708, 693
3,049, 640
1,856, 425
1,734, D68

?1’ 145 NU

15,176
328, 362

—357, 922
742,033

2

426
840

56,197 ...

632,618

99,377
288, 194
600, 397

2,632

240?061

137
683
154
201

3 i}f.‘}

2 E\Ed 041

103, 823

9, 236, 591
2,938,855

374,867
692, 044
477,301
122,003
623, 080

158,113
112, 310

9,761,943
12 1?5 874
3,976, 416
4, 545,630

2,819,753

2,748, 625
5? ;39 2?2




14

RESERVATIONS FOR 236 CONTRACT AUTHORITY—Continued

Cumulative total

Sec. 202/236
Fiscal year reservations to
: . Y 1972 Sept. 24, 1971 Reservations
Fiscal {ear Fiscal ‘year Fiscal 1vee]r to Sept, ————— to Sept. 24,
969 970 971 24,1971  Units Amount 1971

Total reservations less sec, 202

REGION VI

frk_ar_u'as: Little Rock $38,138 $975,316 $780,824  $206,426 ... ... . _.......c... $2,000,704
ouisiana;
New Orleans 40,995 1,471,209 1,447,642 195 §$207,695 3,268,149
Shreveport. . 93,3 231,354 324, 690
gﬁrhﬂlem:a .!‘\Ihuquerque 455,018 f e 5 = 911, 284
Oklahoma City-....occn.... 875,343 902, 293 1,779, 520
TR O e R 610, 077 806, 221 2 > 15 103,485 1,519,783

Texas:
1,718,089 2,740,474 2, 444,298 ; 183,279 7,271,513
Fart Worth.. 52,035 1,133,818 1,004,312 ! 2,623, 860
Houston..... TR SRR o) i 89? a7 986, 153 i | 122,867 2,783,116
Lubbock. ... B 3,721 671, 688 " e e e 946, 171
San Antonio 583, 987 1, 533 760 1, 484, 692 3,783, 117

Total for region VI 2,433,244 12, 010, uz& 1, 304 195 847,413 654 617,326 27,212, 507
REGION VII : /

156,104 1,271,112 931, 805 A 240 211,861 2,600, 526

1,689 1,529,997 1,866,426 149 3,471,307

pel P var it Sy B OL D 457, 996 1, 986, 070
Missouri: St. Louis_ 366, 980 865, 032 : 712 682,930° 2,176,826
Nebraska: Omaha. ... ..........-.... 675, 620 340,839 962 92 103, 504 1,116, 001

Total for region VIl 157,793 5,280,724 4,462, usa 306,195 1,198 1,145,980 '11 350,790
REGION VIII i ]

Colorado: Denver. 21,754 1,359,124 1,253,331 132, 355 445 431, 279
Montana: Helena. .. 7,58 254, 876 465, 750 L 362 286, 805

North Dakota: Fargo.... 133,328
South Dakota: Sioux Falls. e 39, 797

Utah: Salt Lake City. . 138, 154 iy
Wyoming: Casper. 100, 579 55 078 158, 282

Total for region VIII. 77,375 2,025,858 2,425,422 436, 009 807 s 5,682,748
REGION IX

Arizona: Phoenix 41, 455 566,182 1,139, 164 205, 972 390 401,337 2,354,110
California:
Los Angeles...... 652,177 4,238,097 4,202,135 48 484 2,921 2,726,063 11,866,956
Sacramento._ . i 1,065,623 1,026, 101 roh | e R e 4 T
San Diego... 2,220,351 1,222,672 43, 570 904 836,025 4, 489130
San Francisco. 5?9 127 4,188,459, 4,777,758 —121.437 2,336 2,217, 482 11, 741, 389

Santa Ana._ B s R S S e e enicy.
- “570, 700 685,562 1,031,535 _ 2 287,797
Nevada: Reno_........... 88, 505 291,643 173, 570 424,433 132 200,333 l 178, 484

Total for region IX.. 2,058,914 13,141,055 13,226,962 1,661,688 6,683 6 381,240 36, 469, B9
REGION X
Alaska: Anchorage. ... coeeueooo ... 61, 064 78,723 o, | M1 D T L ) B ol 18 359, 857
Idaho: Boise. ... 26, 856 108, 560 111, 282 R i 336, 693
Oregon: Portland . e o eeeen oo eeaes 579,278 649, 657 217,982 2 191,431 1,638, 348
Washington:
Sealtle 179,333 2, 356, B54 907,014 71,210 1,046 918,122 4,432 533
Spokane. .......... g 363, 605 415, 165 44,120 175 159, 261 982, 151
Total for region X_.. 206,189 3,469,361 2,161,841 643,377 1,463 1,268,814 7,748, 582

U.S, total........... 18,539,154 110,719,610 127,129,387 13,793,106 29,055 27,099,777 297,281,034

Note: Rehabilitation is not included because office by office breakdown is not available. Total Sec. 236 rehabilitation
received was $13,165,438 as of Sept. 24, 1971,
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DISTRIBUTION OF UNIT APPLICATION RECEIPTS FOR SELECTED PROGRAMS BY REGION AND BY INSURING
OFFICE, AS OF SEPT, 20, 1971

Preapplication! Total home
TR AT L e v morigage
Sec. 235 Sec. 236  applications?

REGION 1
Connecticut: Hartford 8,629
Maine: Bangor 1902
Massachusetts: Boston
New Hampshire: Manchester_._ . ........... #
Rhode Island: Providence...
Vermont: Burlington. - ocomeaaaaa-

Total 1or region Nt s oo e e miaa o e or

REGION 11

MNew Jersey:
Camden. ...

Albany.......---
Buffalo. . .. ..
Hempstead
New York. .

Puerto Rico: San Juan__

Total for region H.._...

Delaware: Wilmington.
District of Columbia: Washington
Maryland: Baltimore
Pennsylvania:

Pnimuelnhia_._...._

Pittsburgh__ T T
Virginia: Richmond_ ....—...---- -
West Virginia: Charleston__...—------

Totat Tor Region bl . oo oot camcanduias

REGION 1V

Alabama: Birmingham . ce-ceeciaccaeana-
Florida:

Jacksonville o e eoaeanaaas

Miami. .

Tampa. .
Georgia: Atlanta_..
Kentucky: Louisville_.
Mississippi: Jackson.... -.
North Carolina: Greensboro..
South Carolina: Columbia...........
Tennessee:

Knoxville__ .- -.-cao-

Nashville

Total for region IV..

Ilinois:

hicages . el

Springhelds ., oo
Indiana: Indianapolis........—.
Michigan:

Detroit. .o cne e

Grand Rapids.....-.----. e
Minnesota: Minneapolis_ ... -
Ohio:

Cincinnati

Cleveland.

Columbus. _.
Wisconsin: Milwaukee. - - ...

Total for Fegion V. oo e cmmvrmnas

See footnote at end of table.




DISTRIBUTION OF UNIT APPLICATION RECEIPTS FOR SELECTED PROGRAMS BY REGION AND BY INSURING
OFFICE, AS OF SEPT. 20, 1971—Continued

Preapplication ! Total home
—— mortgage
Sec. 235 Sec. 236  applications 2

REGION VI
Arkansase it Rock <o oiF S o T e e e 3,300 110
Louisiana:
New Orleans 10, 157 ; 242
Shrevepart ¥ 4
New Mexico: Albuquerque.
Oklahoma:
Oklahioma City
T o
Te as:

San Antonio._

Total for region VI .o iisiome oo i s
REGION VII
Towa: Des Moines.._........c. oo ii o
Kanss:
Kansas City___....._.
Topeka
Missouri: St, Louis
Nebraska: Omaha

Total for region VIl ..o.o.ooo...

REGION VHI
Colorade: Denver_ . _ ... .o . ...
Montana: Helena_ ____

North Dakota: Fargo

South Dakota: Sioux Falls__

Utah: Sait Lake City. .. ___

Wyoming: Casper

Arizona: Phoenix
California:
Los Angeles__
Sacramento.
San Diego.. ..
San Francisco.
Sania Ana_ ..
Hawaii: Honolulu
Nevada: Reno

| dmoramce

r

Alaska: Anchorage
Idaho: Boise
Oregon: Portland
Washington:

A LA e e B AR T T

! Represents the number of unfunded applications for section 235 contract authority and section 236 requests in the
pipeline for which feasibility had been determined as of September 1971. Excludes 45,778 Siate and local.
% Represents the number of initial home mortgage applications on hand as of Sept. 20, 1971,
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DWELLING UNITS IN1T0 4 FAMILY HOMES COVERED BY APPLICATIONS FOR FHA MORTGAGE INSURANCE, FISCAL
YEARS. 1967-71

1967 1968 1969 1970 1971

Tolal for region |

REGION 11

San Juan
Total for region 11

REGION 111

12,585

= 30

o
T e

e

North C

== 0SS oo ch 00

0 g B e

iR Wi

;ed s

Tenness
K

<o
—

126, 887 123,490 140, 101

15, 360 5 29,963 49,030
3,549 L 3,581 6,180
L 17, 508

68, 776
12,326
9,476

143,324 172,317
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DWELLING UNITS IN 1 TO 4 FAMILY HOMES COVERED BY APPLICATIONS FOR FHA MORTGAGE INSURANCE, FISCA [
YEARS 1967-71—Continued

1967 1968

REGION VI

Arkansas: Little Rock 4,820 5, 142 5,132 5,939
Louisiana:

New Orleans. - e S 5, 646 6,016 6,195 9,637

Shreveport 3,519 3,638 3 682 4, 660
New Mexico: Albuquerque. ... __ 4,876 5,087 5,572 5, 561
Oklahoma:

Oklahoma City.. S et B 11,014 10, 798 10, 065 8,786
T!T A LU e 4,601 4,545 4,778 4,935

exas:

Dallags, o e et e ar 14,721 3 21,048 25,574
Fort Worth 2 8,820 A 10,478
13 961 13, 005

= 8, 061 8 36 6,418

San Antonio. .- ool 6, 482 7 , 313 11, 220

Total for region VI ___......._. ¢ 106, 213 116 321
REGION ViI E

lowa: Des Moines. 5 4,442 5,022 6, 866 7,043
Kansas:
Kansas City I 6,734 6,786 10, 160
Topeka. e N \ 3 6, 008 5,495 4,485
Missouri: St. Louis. ... & 11,281 11,636 13, 144
Nebraska: Omaha.__.._. 4,743 4,532 5,857 6,103

Total for region Vi 31.727 33,5717 35 640 40, 941
REGION VI g '

8,703 12, 494 16, 720
3 , 189 3 2,572

North Dakota: Fargo.. 1,600
South Dakota: Sioux Falls 230 1;
4

143
Utah: Salt Lake Cily.. , 323
Wyoming: Casper.__.........._.._.... '

Total for region VIl ... i 20,124 21,336
REGION IX

Arizona: Phoenix............._. 18, 807 22,378
California:
Los Angeles " 28,709 38,839
Sacramento. = , 13, 455 14,727
San Diego..
San Francisco.
Santa Ana
Hawaii: Honolulu £ A s
Nevada: Reno .14 3 3 11 5713

Total for region IX. .. .coooan.e 146, 209 166, 231 159 408 254 UBZ

REGION X

Alaska: Anchorage. ... et : 1,487 2,008 3,292 2,624
Idaho: Boise L 2,188 1,974 1,909 2,915
Oregon: Porlland ... ....co..... 9,594 9,338 8,781 9,442 13,813
Washington:
Seattle. 27,430 30,512 34,228 26, 280 23,622
SpoRANS. xR e 4,146 4, 864 5,051 5,859 6, 704

Total for region X 44, 551 48,389 52, 042 46 ?32 49 6?&

U.S. total T 1686518 1790,349  2870,858 912, = 1,166,175

1 Includes 589 secretary held mortgages not distributed by office.
1 |ncludes 2 sec. 225 open-end morlgages not distributed by office.
2 Includes adjustment of 8,531 morlgages not distributed by office,

Source: Department of Housing and Urban Develop |, Housing Production and Morigage Credit-FHA, Division of
Research and Statistics, Statistics Branch.




19

DWELLING UNITS IN THE MULTIFAMILY PROJECTS COVERED BY APPLICATIONS FOR FHA MORTGAGE
INSURANCE, FISCAL YEARS 1967-711

Tnia! muiln‘a nnly Sec, 236
1967 1968 1969 1970 1971 1969 1970

REGION 1

Connecticut: Hartford. .= 22,188 3,160 1,633 3,763 1,644 49 3,474 1, 050
Maina: Bangor - R IR 23 276 280 i 120 390
Massachusetts: Boston. 3,949 5,785 3,700 5, 664 2,271 1.250 3,295 1,941
New Hampshire:

Manchester........ rn 170 320 330 443 150 150 424
Rhode Isfand: Providence 127 664 680 95 382 680
Vermont: Burlington...... 46 Dl B 1 o e ss R I ),

Totalforregion ... 6,626 9,288 6,249 11,02 5433 15M 7,50 4485
REGION 11 A X
New Jersey:

Camden........... . 1,355
1,93

1,187
991

Hempstead. e R R 5 1 28786
MNew York._ ... - 5 6,337 4,131
Puerto Rico: San Juan_ i 3,139 494 3,263

Total for region 1. sga? 13, 3&3"' s 0l 12,8%
REGION 111

Delaware: Wilmington 61
District of Columbia:

Washington 5,180 1,832 )\ .
Maryland: Baltimore_ ___._.. 29 1,731 3,173 4 4,117 764
Pennsylvania;

Philadelphia_..._........ 197 1,155

_ Pittsburgh 752 1,101
Virginia: Richmond. 850 1,600 i
West Virginia: Charleston_. .. 1,313 150 i

Totalfor region ... 3123 10,872 9,02 18363 1583 1,765 12,199
REGION IV

Alabama: Birmingham__..... . | S, &

Florida:
Jacksonville............ 950 1,848

837 1,442

p 1,094 865

Georgia: Atianta_ J 1, 805 2,158

Kentucky: Louisville_ _______ 1, 944

Mississippi: Jackson 134 483

North Carolina: Greensboro. . 725 1,252

South Carolina: Columbia.. .. 338 1,598

Tennesses;
Knoxville. ... .20 ... 989 1,344 1,570 : 8 150 350
Memphis. _._........_. 365 341 919 1,311 | LT P

Total for region IV. ... 9 UED 13,084 - 28,470 17,815 1,106 15 034 10,858

REGION V
Hiinois:
Chicago ; 211, . 6,672 8,222 642 3,402 1,346
Springfield. 249 171 ; 1,078 110
Indiana: Indianapolis...... i 4,173 3, 864 . 945 6, 086 2,451
Michigan :
Detroit. . . L 5,603 6,970 s 597 4,631 4,024
Grand Rapids.. ... 839 751 , 726 136 1,359 710
%ﬂ‘l'pnesola Minneapolis nz2 693 ¥ 46 1,249
hio:
Cincinnati 686
Cleveland : 1,427 508
Columbus._ SE 441 217
Wisconsin: Milwaukee______ 252 542

Totalfor region V..... 14, SﬂT 20,667 21,134 43,630

See footnote at end of table.




DWELLING UNITS IN THE MULTIFAMILY PROJECTS COVERED BY APPLICATIONS FOR FHA MORTGAGE

INSURANCE, FISCAL YEARS 1967-71 i—Continued

Total multifamily

Sec, 236

1967 1968 199 1070 1971

REGION VI
Arkansas: Little Rock. .. ...

Louisiana;
New Orleans

Total for region Vi ...
REGION VI
tawa: Des Moines..........
2 A T T | i 435
B 1,358

485
420

3, 54 3, 452

REGION ViIN

Colorado: Denver. 321
Montana: Helena. .. 40
North Dakota: Fargo. . 3 23
South Dakota: Sioux F 267
Utah: Salt Lake City

Wyoming: Casper.......

Total for ragion VIII. i 2,692

50

1,793

REGION I1X

Arizona: Phoenix 24 2,343
California:
Los Angeles.......... 2,071 2,329 6, 355 5, 886
Sacramento o 48 906 2 4, 028 1, 956
San Diego.. 1,292 i 2,736 2,872
San Francisco. = 2,152 8,390 5705
Santa Ana.... _ 3 TE VARG S
Hawaii: Honolulu. 596 707
Nevada: Reno 74 540

70

626
247
252
283

3,322
1, 557
2, 324
3,990

1,432
2,130

544
1,416
2,347

538

118

Total for region IX.. 23,3712 19,409

1,478

12, 114

8,375

REGION X
Alaska: Anchorage......5. ... coo o coldioo 81

Oregon: Portland.___._._... 00 1,676
Washington:

Seattle. 2,525 1,759 4,921

Spokanettl .. .. . 350 693 1,225 928

284

53
104
24

264
365

Total tor region X 3,452 2,943 8, 067 3,285

332

4, 567

1,410

U.S. total \ 92,270 82,326 182,885 127,372

9,812

104, 326

65, 657

L1571 data through December 1970.
Note: No information on years 1967 and 1968,

Source: Department of Housing and Urban Development, Housing Production and Mortgage Credit-FHA, Division of

Research and Statistics, Statistics Branch June 28, 1971,
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Percentage of initial home rnorlgaaie applica-
tions processed to conditional commit-

ments with 5 workdays or less, last week
in September each year

Percentage of appl for credit approval
and firm commitments processed within
3 workdays or less, last week in September
each year

1969

1970 1971

1968 1969 1970 1971

REGION |

Connecticut: Hartford L

Maine: Bangor...._......

Massachusetts: Boston 1,

Mew Hampshire: Man-
chester '___.

Vermont: Burlington_._______

100
100
100

100
100
100
100

100

Total for region |._..._.

REGION 11

New Jersey:
Camdent_______._.
Mewark !___

New York:

Puerto Rico: San

100
99

100

100
92

100

Total for region 11 ...

REGION 111

ington.. .
Maryland: Baltimore
Pennsylvania:
Philadelrhia___
Pittsburgh?
Virginia: Richmond._.

West Virginia: Charleston_ . __

Total for region 111_._...

REGION IV

Alabama: Birmingham !
Florida:

Jacksanville. ..........

Miami__.

Tampa...
Georgia: Atlanta__
Kentucky: Lowisville_..
Mississiopi: Jackson

Narth Carolina: Greenshoro. .

South Carolina: Columbia_

Tennessee:
Knoxville...........
Memphis.__

Total for region IV___
REGION V

Wlingis:

Chichge - e aa

Springfeld_
Indiana: Indianapolis..
Michigan:

Detroit ...

Grand Rapids.
Minnesota: Minneapalis.
Ohio:

CAncinmatl.. .. . oceen

Cleveland__. .

Columbus.

Wisconsin: Milwaukee._ ...

Total for region ¥V

See footnote at end of table.

100
100
100

91
100
100

|r..
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Percentage of initial home mortgage applica-  Percentage of applications for credit approval

tions processed to conditional commit-
ments with 5 workdays or less, last week
in September each year

1968 1969 1970 1971

and firm commitments processed within
Jworkdays or less, last week in September
each year

1968 1969 1970 1971

REGION VI

Arkansas: Little Rock 1 100
Louisiana:

New Orleans . ..._. 100

Shrevepo 100
New Mexico: Albuquerque... 9
Oklahoma:

?klahuma City 100

100
Texas:
b.x Dazllas! 100
ks | Fort Worth_.
Houston

San Antonio t______._
Total for region V.. .. :
REGION VII

lowa: Des Maines
Kansas: ’
Kansas City
Topeka
Missouri: St Louis 1.
Nebraska: Omaha 1__

Total for region VII_____._ ... ___
REGION VIH

Colorado: Deaver...........
Montana: Helena____________
North Dakota: Fargo.___.___.
South Dakota: Sioux Falls_._.
Utah; Sait Lake City
Wyoming: Casper

REGION IX

Arizona: Phoenix
California:
Los Angeles1____.____..
Sacramento. . ...
San Diego
San Francisco 1.
Santa Ana......
Hawaii: Honolulu. ...
Nevada: Reno

Total for region IXe . . ...
REGION X I
Alaska: Anchorage_____.____ 100
Idaho; Boise = 100
Oregon: Portland Y. _........ 100 100 98
Washington:
100 100 96
Spokanege - - WS 100 100 100

Total for region X_.
1T Y P T

1 Area offices established under phase | in September 1970,
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Mr. MoxagaN. Mr. Secretary, we are happy to have you here and
appreciate I1;'0111' coming. I believe you do have a prepared statement.
‘We will be happy to hear you.

STATEMENT OF EUGENE A. GULLEDGE, ASSISTANT SECRETARY
FOR HOUSING PRODUCTION AND MORTGAGE CREDIT, AND FHA
COMMISSIONER ; ACCOMPANIED BY MORTON BARUCH, DIRECTOR,
SUBSIDIZED MORTGAGE INSURANCE DIVISION; VIOLA CAREY,
DIRECTOR, BUDGET DIVISION; ALLAN THORNTON, DIRECTOR,
ECONOMIC AND MARKET ANALYSIS; AND DAVID DEWILDE, AS-
SOCIATE GENERAL COUNSEL

Mr. Gurrepce. Thank you very much, Mr. Chairman. We are de-
lighted to do so and express first of all eur appreciation for having
the privilege of cooperating with this committee in its responsibilities
for the overview of the Department of Housing and Urban Develop-
ment, and we welcome your particular concern about how the housing
production and FHA insurance part of the Department is carried on.

I would like to introduce to you some of the people T have with me.
On my far left is Miss Viola Carey, Director of Budget Operations
for Housing Production and FHA Activities. On my immediate left,
Mr. David deWilde, Associate General Counsel of the Department,
responsible for serving HPMC operation. On my immediate right is
Mr. Morton Baruch who is responsible for 235 and 236 programs and
the fund distribution through them. On his right is Mr. Allan Thorn-
ton who is responsible for our statistical section on which we depend
for gathering the statistical data on which the various formulae are
based which we use in allocating funds to the yarious offices.

Mr, Moxagax. In your division of responsibility. then, 235 and 236
are combined. You say Mr. Baruch has this responsibility ?

Mr. Gurrence. He is responsible for both of those. He has people,
of course, who assist him to break it down into each of those, but he has
them in his responsibility.

Mr. Moxagan. And he comes right under you ?

Mr. Gurrenae. Mr. Baruch works under the Assistant Commissioner
for Subsidized Housing, Mr. Robert Cunningham. Mr. Cunningham
is not here this morning. He has other responsibilities in addition to
235 and 236. I thought it more appropriate for the line of questioning
appearing to generate here to have Mr. Baruch this morning.

Mr. Movxacan. In other words, Mr. Cunningham would have all
subsidized housing ?

Mr. Gurrence. That is correct.

Mr. Moxacan. And Mr. Baruch under him would have 235 and 236
programs?

Mr. GurLenGe. That is correet.

Mr. Mo~xacax Thank you.

Mr. Gurrepce. I will proceed then with the prepared statement.

Before getting into it I want to apologize to the committee. T re-
marked to my staff yesterday I once had a class in creative writing
and one of the exercises given to us was to write a description on how




you tie your shoes. It is a simple act most of us perforni unconsciously.
When you try to reduce it to writing it sounds rather complicated. Lam
afraid we have somewhat that difficulty in trying to explain in words
what we could illustrate very quickly and find it has an awful lot of
complications beliind it. At least the idea is fairly simple. At least we
will proceed knowing we are dealing with & very technical thing which,
in writing, may not come through as quickly as it needs to, and we will
be glad torespond to anything which the written word doesn’t really
clarify for you.

As you well know, the Housing and Urban Development Act of 1968
established 2 10-year objective of eliminating substandard housing
throughout. the United States. Principal subsidy programs for attain-
ing this objective were section 235 and section 236 for reduced-cost
purchased or rental of adequate housing by lower-income families:
Other tools are section 115 and section 312 for assistance in financing
residential rehabilitation, and low rent public housing and rent sup-
plements for low-income families. Fach program seeks to assure for
particular groups of households adequate, standard housing at cur-
vent costs which are reasonably within their capacity to pay.

In the chairman’s letter of invitation, the question was raised as to
the method of allocating contract authority under the subsidized hous-
ing programs to the HUD-FHA field offices. We have, from the very
beginning of these programs, attempted to make the most objective,
equitable, and practical distribution of this authority as we were-ca-
pable of doing. We have continually tried to vefine this objective
method as we gained experience with the programs.

For each of the annual housing subsidy authorizations, a formula
is required which will provide among the HUD insuring jurisdictions
authorization distributions which will pass three tests:

1. Equity among areas in light of the objectives of the housing sub-
SIAY Programs:

5. Nationwide progress toward attainment of the goals of the sub-
sidy programs; and

3. Sustained momentum of production and, occupancy of assisted
housing.

The first step toward a formula for distribution of contract author-
ity is to prepare for each insuring jurisdiction percentages of the
national total which veflect both the relative needs of the part icular
seament of the population for which the subsidized programs were
designed and the current effectiveness of industry and governmental
efforts to meet these needs.

For section 235 and for section 236 (including rent supplement ac-
tivity), four pertinent percentages (all based on national totals) were
averaged. Two of these four percentages relate to facts established in
the past; two relate to hopes or expectations of performance in the
future.

The two relating to established facts are (1) past produetion and
(2) needs. The two relating to future hopes and expectations are (1)
estimates of starts for the next year (assuming available mortgage
or other funds and contract authority) and (2) market absorption




capacity for assisted housing on the assumption there would be a suffi-
cient amount available.

I will deseribe each of these four in a little more detail.

“Past production” is measured in terms of comparable dwelling
units started in similar programs in the various jurisdictions during
the past year. Data for these series come from HUD records of starts
under related FHA or other HUD programs.

“Needs” are measured in terms of tenant households within each
jurisdiction who are eligible for the assistance of the program as de-
termined by income and age, with increased weighting (about 214
times) accorded to all elderly individuals and to low-income families
living in substandard housing. Current “needs” are estimated by HUD
in the central office by updating 1960 census data—I might interject
that 1970 data simply 1sn’t available yet. Tt is expected, perhaps, by late
winter or early spring,

Current “needs” are estimated by HUD in the central office by up-
dating 1960 census data on households and conditions of housing to
reflect intervening construction. demolitions. housing deterioration.
growth in number of households, aging of population, and changes
in family income levels and distributions. This series on needs reflects
in annual terms the 10-year goal of eliminating the necessity for peo-
ple to live in substandard housing and is given double weighting in
the calculation of the composite percentages.

“Next year’s starts” are estimates by HUD field office directors
(with staff assistance) of the number of units which industry could
be expected to start during the next calendar vear within each juris-
diction under each specific program.

“Market absorption capacity” for additional subsidized housing is
based on HUD field office directors’ estimates of the maximum number
of additional units which could be oceupied by eligible families under
each respective program within a coming 12-month period if there
were no limitation on the numbers of additional units which could
readily be made available.

For illustrative purposes, the accompanying charts which are found
at the back of my printed testimony, two of them, show three selected
jurisdictions. These are actnal jurisdictions. If they have to be sup-
plied for the record, we will be delighted to do so. To keep any con-
fusion out of it we simply say these are A, B, and C.

Mr. Monacan. Why not supply it for the record.

Mr. Gurrence. We will be glad to do that.

(The charts follow:)

FIELD JURISDICTIONS ON TLLUSTRATIVE CHARTS

On the accompanying charts, jurisdiction A is the Minneapolis jurisdiction
covering the State of Minnesota, jurisdiction B is the Indianapolis office covering
the State of Indiana, and jurisdietion C is eentral Florida under the Tampa
insuring office.




TENTATIVE ALLOCATION OF SEC. 235 CONTRACT AUTHORITY
SELECTED JURISDICTIONS FiSCAL YEAR 1972
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FAIR SHARE ADJUSTMENT OF SUBSIDY ALLOCATIONS
SELECTED JURISDICTIONS, FISCAL YEAR 1972

i

]

JURISDICTION A JURISDICTION ©
— - —
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RENT SUPPLEMENT -2 | 694
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ALL PROGRAMS NEED 1.09%

COMPARISON  paT10 .90

ADMINISTRATIVE ADJUSTMENTS:
SECTION 235 4250
SECTION 236 +500
"ADJUSTED FAIR SHARE" 6,539
AS PERCENT OF U.S, 1.10%

RATIO TO ALL 1.01
PROGRAMS NEED ;

-
INCLUDES 8MiR AND SECTION 202
NOTE! OPERATION OF CENTRAL OFFICE PROGRAMS EXCLLDED
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Mr. Gurrepce. The percentages-are computed for each jurisdiction
for the underlying four series (production, needs. prospective starts,
and market absorption) and the resulting composite percentage for
use in tentative allocation of confract authority under section 235.
These composite percentages then become dollars of contract author-
ization by applying each jurisdiction percentage against the total an-
thorization available for distribution. By taking account of average
authorization per dwelling unity these dollar amounts of centract an-
thorization will provide assistance for the numbers of family units
shown on the chart for each jurisdiction.

As indicated above, for cach program arithmetic averages of these
four percentages for each jurisdiction are calculated to provide per-
centages for tentative allocation of the available contract authority—
first, in dollar terms and then in terms of families being assisted. For
both section 235 and section 236 moderate portions of each year’s au-
thority are set aside to carry out specific central office programs. These
are Project Rehab, Operation Breakthrough, and projects for priority
occupancy by military households.

The public housing authorization is tentatively distributed by re-
gions and insuring jurisdiction on the basis of need and of prelimi-
nary planning and reservations indicating readiness to initiate project
development.

The numbers of families to be assisted by the tentative allocations
of contract authority under each of the four programs in each field
oflice jurisdiction are then combined (see, 235, sec. 236, rent supple-
ment, and public housing). A percentage distribution of the national
total 1s then prepared for these jurisdiction totals.

This percentage distribution is then ecompared with a similar per-
centage distribution by jurisdictions for the total “needs” for sub-
sidized thousing under all programs combined. This estimate of total
“needs” reflects (as described previously) the aggregate number of
eligible households who could be expected within a 12-month llwﬁr}d

to occupy additional subsidized units made available under all pro-
grams. I might interject that is the summary of what you are trying
to do.

This comparison is often referred to as the “fair share” comparison
and seeks especially to bend the course of annnal production so that
all geographic jurisdictions are making uniform progress toward the
longer term goals. 1f, for example, annual subsidy funds for the Na-
tion can accomplish only 30 percent of that year’s share of the 10-year
goals, then the “fair share” comparison is intended to bring each juris-
diction’s participation as close as practicable to that 30-percent level.
These long term goals contemplate, under the combination of all pro-
grams, the provision of a suflicient amount of assisted housing to make
it possible that no American family will have to live in substandard
housing.

The accompanying chart shows for two of the three specific juris-
dictions (designated as A and C for illustrative purposes), their com-
puted percentages for the respective contract authority allocations,
the approximate numbers of families expeeted to be assisted through
each program, the comparison of the aggregate assisted families with
the “fair share” standard, and finally, the administrative modifications
in selected program allocations as a vesult of these comparisons ex-
plained hereinafter. Jurisdiction B required no adjustments. These
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numbers all relate to fiscal year 1972 allocations of contract authority
and anticipated calendar year 1972 building operations. ;

Administrative modifications are made to the tentative allocations
at this point to bring the allocations as closely into line with the “fair
share” computations as possible. These modifications may be appro-
priate because of one or more of the following kinds of situation:

1. A decrease in the allocation of contract authority to compensate
for unused authority in a particular office.

2. An increase in section 236 or public housing authority to com-
pensate for the fact that the section 235 program is inoperable because
of high costs. New York City is a prime example.

3. A decrease in the allocation where production is reaching the
point of outstripping the need for the housing due to unusual local
market adjustments. I can state parenthetically Seattle would be such
an illustration,

4. An increase in the allocation to promote housing production in
an area where the housing needs are substantially higher than past
production.

5. Adjustments in program allocations to compensate for local con-
ditions that were not reflected in our statistical computations. The
housing market in Seattle, for example, because of the unemployment
in the area needed additional public housing leasing authority rather
than seetions 235 and 236 authority.

At this point, when these modifications have been made the pro-
posed allocations are sent to the regional offices for consultation and
comment by the field offices. As soon as we receive this commentary
from the field, we, in consnltation with the regional offices, make any
further administrative modifications necessary to compensate for the
field recommendations, taking care not to deviate from the “fair share”
principle. The final figure is our “adjusted fair share.” And that is
actually the dollars and units which are distributed, the adjusted
fair share.

The “adjusted fair share” allocations are then given to the HUD Re-
gional Administrators for distribution to the field offices. However,
during the vear, they are under constant scrutiny by both the regional
and central offices. As the year progresses, contract authority is reas-
siened among offices within a region, or among regions if necessary,
where it becomes evident that contract authority will not result in
housing starts. Or when special cireumstances, unknown at the time of
initial distribution of anthority, occur. A natural disaster is one of the
oceasions for such a redistribution. Obviously. the need resulting sueh
a disaster dictates a special response from the Department.

Mr. Moxacax. Mr. Seeretary, would you furnish for the record at
this point the identity of the regions? T don’t know that we have charts
designating the location of each of the regional offices and the extent
of their geographie responsibility.

Mr. Gurrenae. T will be delighted to. You would like to know the
location of our 10 regional offices?

Mr. Moxacan. Yes, and how do vou define an area office?

Mr. Gurreoce. The area office is a subdivision of the region and
within that region there is also a subdivision of FHA insuring office.

Mr. Movacan. Let's put those all in the record at this point so it
will be clear.

(The chart follows:)
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Mr. Gurarpce. Thank you, sir.

1 would like to comment about the natural disaster. Last yvear we
had a hurricane in the Corpus Christi area, That obviously was un-
anticipated. A lot of houses were destroyed and we had to reallocate
to the Corpus Christi jurisdiction, which comes out of San Antonio,
about 1,000 additional units of 235 plus rent supplement, public hous-
ing, and 236 to provide housing there on a basis that had not been
previously anticipated.

In the development of a “‘starts™ distribution of calendar year 1972,
a further refinement of our procedures has been made, The “set-aside”
contract authority for special programs, which I mentioned earlier,
was generally retained in the central office. In fiscal year 1972, the
“adjusted fair share” allopations will include what is anticipated from
the various special housing pregrams—new communities, the State
and local housing development programs, model cities, and urban
renewal. The only exceptions will be for “Operation Breakthrough”
and “Project Rehab” programs, where it is usnally uncertain as to
the field-office jurisdiction in whieh projects under these programs
will be approved beeause of the technical and other special consid-
erations in these programs. Therefore, with exceptions for these two
programs, adjustments to the field-office alloeations will be necessary
only to reflect contraet authority that is identified as unusable in
any particular office or the possible considerations I have just listed.

So much for the distribution of contract authority by the central
office and the regional offices,

Obviously. the eontract authority which we have carefully distrib-
uted among the field offices is not left for their ultimate use without
criteria designed to obtain the best use possible under both statutory
and administrative requirements.

Erom the inception of the sections 235 and 236 programs, the deci-
sions on what housing proposals to fund with the available contract
authority were made by the directors of our field offices. Since the
number of housing proposals always greatly exceeded the contract
authority, the field-office directors have had to exercise judgment in
establishing priorities for projeets to be funded.

After the normal underwriting considerations were taken into ac-
count, the directors were instructed in 1968 to evaluate the proposed
section 236 projects according to the following factors:

1. Can the proposal proceed expeditiously to construetion?

2. Is the propesal lo¢ated in an urban renewal area ?

3. Is the proposal located in a “model city” neighborhoad ?

4. Will the proposal emphasize low cost and modest design?

5. Will the proposal assist in the revitalization of a “core city”
blighted area?

6. Will the proposal primarily accommodate, families now located
within a blighted area?

7. Will the proposal provide epportunities for, employment of
lower ineomie persons residingin the area ! ; _

8. Will the proposal serve families and individuals,displaced by
covernmental action?

9. Will the proposal serve a percentage of rent:supplement tenants?
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10. Will the proposal provide for awarding contracts for work to
be performed to business concerns and individuals residing in the area
of such housing ? '

11. Will the proposal include community facilities in an area not
now adequately served or which will provide job and business oppor-
tunities for lower income residents of the area?

Very similar factors were developed for evaluating section 235 hous-
ing proposals in 1969.

The offices were told that there was no order of priority among these
evaluation factors and that no one proposal mu{{[ satisfy each item.
But taken together, the factors represented a composite of those fea-
tures of a section 236 project that were considered most desirable and
necessary to serve the important social objectives of the program.

These factors were modified somewhat in 1969, particularly to em-
phasize the geographic dispersion of subsidized projects in order to
minimize project concentrations and to inerease locational choices for
low-income families. In general, the basic method initially outlined
for the directors remained the same until the establishment of interim
project selection criteria to implement President Nixon’s pol icy state-
ment on equal opportunities in housing on June 11, 1971,

These project selection criteria, which are now in effect in the field
on an interim basis, pending the issuance of a final version, are eap-
tioned as follows:

1. Need for Low (er) Income Housing.

2. Minority Housing Opportunities.

4. Improved Location for Low (er) Income Families.

4. Relationship to Orderly Growth and Development.

5. Relationship of Proposed Project to Physical Environment,

6. Ability To Perform.

7. Project Potential for Creating Minority Employment and Busi-
ness Opportunities,

8. Provision for Sound Housing Management (Multifamily Proj-
ects Only).

The field office directors evaluate housing proposals under these cri-
teria and rate each criterion as superior, adequate, or poor. A poor
rating under any criterion will result in the rejection of the housing
proposal.

This concludes my prepared statement on the allocation of contract
authority under the subsidized housing programs. I will now be
pleased to take nup any matters yon mentioned in your letter inviting
me to appear before this subcommittee.

I would like to indicate that I have furnished Mr. Still the updated
data which was requested in the chairman’s letter.

(See letters, p. 2.)

Mr. Moxaean. Thank you very much, Mr. Secretary.

Maybe it would be helpful to begin with one subject on which we
did request information in our letter but which is not directly related
to the calculations of eligibility and distribution. That is the
reorganization.

What is the status of the reorganization? Is that completed ?

Mr. Gurrence. T think it is safe to say that the September 30 dead-
line for having operational the 16 additional area offices has been
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substantially met. That does not mean that every office has everybody
on board at this time fully trained and capable of performing all of
its functions. But at least the offices have been relocated in their new
accommodations. Because all avea offices were built up from insuring
offices by adding a significant number of additional personnel, T be-
lieve in every case it required relocation of the office into another build-
ing. That has been accomplished.

The directors of all offices are on board; prineipal staff are on
board. To a great extent we consider these at least are operational as
of hepteml;m‘ 30, with the proviso there still are management and
budgeted staff places that have to be plugged in, and some additional
training needs for people who have some new responsibilities.

Mr. Mo~xacan. Was the establishment and activation of the area
offices the principal subject of the reorganization, or were there other
partstoit?

Mr. Gurrenge. No, sir. The reorganization of the Department, of
course, is something the Secretary implemented starting in the fall of
1969. That is substantially completed also. But there was a central
office realignment of responsibilities accompanying the field office
realignment of responsibilities.

There was also, as you will recall, the organization of four new
regional offices. There had been six; they were ('\[mnd(‘d to 10. So that
has been ace omplished, in addition to the organization of some 39 HUD
area offices out of what had been formerly insuring offices, leaving us
with a balance of 38 FHA insuring offices to go with the 39.

Mr. Moxacan. Then with reference to your area of prime respon-
sibility, there are no other major substantial elements with regard
to changes that remain to be done?

Mr. Gurrebce. Not according to the Secretary’s present plans—
with the possible exception, of course, in the President’s proposed
organization of the Department of Community Development, there
would be a further refining and shaping. That proposal contemplates
the establishment of an Administrator for Housing, with two sub-
branches under it comparable to what we now have in the Assistant
Secretary for Housing Production and Assistant Secretary for Hous-
ing Management, 'I'Imt of course, is in the future.

Mr, MoxaGax. But the previously proposed reorganization is sub-
stantially ecompleted ?

Mr. Gurience, That is substantially completed, Mr, Chairman.

I suppose I would have to interject here there was something indi-
cated in the papers yesterday. The Secretary, like all members of the
administration, is under responsibility of trying to adjust to a redue-
tion in employment. We have been asked by the Secretar v's Central
Office to provide for him alternate ways of achievi ing a desired re-
duction in employment. That may necessitate some minor rearranging
of responsibilities within the individual areas of current I‘ernnqﬂnhtv
of each of the Assistant Secretaries, but as far as I know, we haven’t
completed our studies on that yet, and I am unable to be responsive
as to whether that will result in any change. There is just a possibility
there might be a realinement within, or a combination of some func-

tions w |t]111:. the Assistant Secret drv areas, sprouting from efforts to
see if we can’t reduce employment.
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Mr. Moxacax. Does that invelve at this point a mandate to reduce
by a certain percentage within your area of responsibility #

Mr. Guirepce. The Secretary has asked each of his Assistant See-
retaries to come up, with alternate plans—first of all to reduce our
total by 5 percent, second to provide alternates in which various steps
of 20 percent, 30 percent, and 40-percent reduetion could be accom-
plished. These are not based with any concept that a 20-, 30-, and 40-
percent. level would be sought or would be expected to be achieved.
The purpose of that request of the Secretary is obvieusly to reflect
what. would be the nature of the organization you would have if such
were carried out. I personally feel it is my responsibility to be able
to tell the Secretary that if it became necessary to reduce employ-
ment among the people that I have under my jurisdiction by 20 per-
cent, the following would be the effect: by 30 percent, this wnnI(]l be
the effect ; 40 percent, this would be the effect.

L gave an illustration to my stafl that seemed to put across the peint.
If you started with a six-legged table, you can cut off 1, 2, 3, 4. You
can cut off 3 and have a 8-legged table, but when you cut off the
fourth leg, the 2-legged table won’t stand and you have destroyed the
usefulness of the table. There is a point beyond which when you drop
off. people you simply have to change function because you can’t per-
form that funetion any more with a number of people who simply
can’t do the job. You haye to drop the function or eombine it with
something else and so forth,

Mr. Moxacan. Of course we are all interested in economy and effi-
ciency wherever possible. On the other hand there hasn't been any
reduction in responsibility that has been given to your segment of
HUD, has there?

Mr. Gurrence: No, sir; T think the responsibilities, of course. as
indicated in the Secretary’s testimony back in May, have continued
to grow, and quite properly so.:But, the way in which the responsi-
bility is carried out is being modified. There was a time when prac-
tically every decision on all major programs was made in Washington.
Therefore you needed in Washington a lot of people who could proc-
ess papers to arrive at a decision on an individual project. The Secre-
tary’s decentralization makes that no longer necessary, As a matter
of fact it isn’t even being done. Decisions on a project-by-project basis
are arrived at in the field. The Secretary is properly concerned
whether or not we haven’t retained in the central office people who
really should be in the field.

The net result is that a reduction of central office and vegional office
people will be accompanied by an increase. in area and insuring office
people. The Secretary has indicated that his requirement is to make a
net, total reduction of about 5 percent in the overall employment. but
he wants to accompany that with a redistribution of personnel so that
we increase our capacity to handle the projects in the field by some
400 people. :

Alr. Moxacay. Regardless of what the percentage might be. there
would come a point where the reduction in force would have an effect
on your capacity to carry out your programs efficiently ?

Mr. Grrrenge. Certainly. There is no question but what we have
the administrative responsibility tostzy to make certain that all of the
innovations of which we are capable and all of the efficiency of which
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we are capable are brought to bear to make sure if we are attempting
to carry out a program, we can carry it out properly. If we reach the
point where it can’t be carried out properly, then I am sure the Secre-
tary will be the first to tell the President and/or the Congress we do
not have the resources to carry out and implement this program.

Mr. Moxacax. Mr, Seeretary, I am going to move to the other ques-
tion now. That is the distribution among regions under these pro-
grams. T would like to ask about section 235 distribution. For example,
the figures that we have show, taking the total for 3 fiscal years, that
is fiscal 1969, 1970, and 1971, you have a total for region 1 of $7 mil-
lion, a total for region 2 of $17 million, a total for region 3 of $15
million, a total for region 4, Alabama, Florida, Georgia and so forth,
$84 million, a total for region 5 of $60 million and so on.

Realizing there must be room for some variation, why would there
be such a discrepancy between region 2, which includes New York,
Buffalo, Albany, Newark, Camden, with a total of $17 million, and
rezion 4. to which I referred before, with a total of $84 million?

Mr. Gonrepae, Of course, Mr. Chairman, the regions were never uni-
form—I don’t know who formed them but obviously they do not have
anything approaching uniformity among them. They neither have uni-
form populations or age distributions, costs or any other ingredient
which comprise the elements affecting the programs. We have to
examine in each region the statistics which dictate what is there in
proportion to the total national need.

That explains why in a particular region you might find an awful
lot of use of a program because of certain characteristics that you
can’t explain otherwise. For instance, section 235 has a statutory ceil-
ine on it. That statutory eceiling simply prohibits the construction
of new 235 housing in the Northeast. You can’t build a $21,000 three-
bedroom house in New York, you can’t build it in Boston. There are
lots of places vou can’t build it.

When you can’t build it you obviously can’t use the program.

Whenever you go down into the South, Southeast and Southwest,
construction costs ave less, operating costs are less, far more people
there can utilize the programs and consequently get the use of them.
But all of these factors are eranked into each of these things as we
have indicated in our previous testimony.

Mr. Monacax. In other words, this is not a discrimination, however
well intentioned it may be, because of geographical reasons or other
similar factors?

Mr. Gurrence. Geographic, economie, demographic, all of the vari-
ous things which happen to exist in an area and with which we have
to deal within the limits which are imposed upon each of the pro-
grams. If you are trying to provide elderly housing, you have an age
factor. If you are trying to provide liousing for people of certain
incomes, you have that. If there are certain mortgage limits, you have
that. Coupled with the fact that we find a somewhat varying capacity
of the housing industry in a given area to use these programs.

T will be illustrative.

Hartford, Conn., at one time was having practically no use of the
235 program. I am scheduled to be in Hartford the first day of Novem-
ber to make a special appeal to the housing industry people there to
see if we can’t persuade them to get into the act because they have
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shunned the program. Lenders don’t want to lend on it, the builders
don’t want to build in it, and as a consequence the programs had very
inadequate utilization in Hartford.

Whenever we identify aveas like that, we try to see what we can do
to educate the industry to using it.

For a long time no banks in Massachusetts exeept those immediately
in Boston were interested in making a 235 loan. They wouldn’t make
them. Our regional administrator up there got with the S. & L.’s, oot
with the director of the home loan bank in Boston, called in S. & L.’s
from all over and had big meetings all around to try to stimulate the
interest of the lenders in the program.

So these are things which become part and parcel of the allocations
finally because we have to put the dollars where they will be used. Of
course, we recognize our responsibility to try to get them used across
the country.

Mr. Moxacax. Recognizing what you say, in New York there are
apparently no funds for 235 construction.

Mr. Gurrenee. We have two variations of our field structure. The
New York office, as shown there, does not handle single-family houses.
The Hempstead office handles single families only. New York handles
multifamily only. In the Los Angeles office we have Santa Anna which
handles single family only and does not handle multifamily. So you
have two offices handling only single family, Santa Anna and Hemp-
stead in the New York area.

Mr. Monacan. What T am trying to ask about, Detroit, for example,
shows a total of $13.9 million aeainst Hempstead, I.1., $400,000, Are
there different elements involved ¢

Mr. Gurrenee, Yes, costs. Once again Hempstead does its principal
business in Long Island. Tt is very diffienlt there to build a $21.000
house, It is less difficult in the Detroit area jurisdiction.

Mr. Moxacax. It is less difficult in Detroit than in New York?

Mr. Gurrence. The costs are not as high and therefore you can
reach them.

Mr. Monaean. T have other questions but I would like to recognize
our other members for an opportunity to ask questions. I will ask
Mr. Brown if he would like to inquire,

Mr. Brown. Thank you, Mr. Chairman. Tt is nice to have you with
us this morning, Mr. Gulledge.

It is not covered by your statement, but a factor in the allocation of
funding that has always interested me is the question of the amount
of consideration to be given the number of units versus the location of
units.

In other words, if you have funding which is not adequate to cover
all of your programs and to do everything that needs to be done within
each program, there is a limitation then, If you participate in the
higher cost areas, then your participation is greater and as a conse-
quence yvou are able to subsidize fewer units. Whereas if you are basic-
ally addressing your attention to trying to get more units, then you
cannot subsidize those that require greater participation. To what
extent is this a dilemma?

Mr. Gurrenee. We recognized that to begin with, and we address
ourselves to it in this way: I think T could make my point a little
clearer if I could ask you to refer to the first of the attached charts in
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my prepared testimony. These charts would seem to appear as if they
are not addressing themselves to this dilemma because we show for
jurisdictions A, B and C on 235 how we could go about a tentative
allocation of Secretary’s 235 contract authority, fiscal 1972. Right in
the middle of each of those illustrations we find the figure $777 and
it is repeated in all three jurisdictions. These are widely scattered
geographic areas. We are using the same amount which is the amount
of subsidy dollar it takes per unit on a national average.

Now in Mississippi obviously you can build a unit for less than you
can in Detroit, so the amount of mortgage you are subsidizing is
smaller and in theory Mississippi should be able to get by with less
than $777. In actual fact they do. In Detroit it should take more than
777, and in fact it does.

But we have to have some formula to make this type of distribution
along these lines. The simple fact is that our comptroller is required
by rulings of the General Accounting Office interpreting the statute,
to be able to make certain that we do not commit more funds than have
been made available to us by authorization. So he has a uniform fig-
ure, the $777 figure we are using here, which is this year’s figure, which
is applied to each application which he is notified has been approved.

When the mortgage finally comes in for insurance, an adjustment is
made; but it is not until we get the insured mortgage that we know
what the final figure was. The mortgage could be different from what
the application was. That often turns out to be the case. So he has to
first of all make a reservation based on the $777.

In the case of Mississippi when he gets in at the end of a month a
report on the actual mortgage amount, he finds Mississippi didn't use
$777, Mississippi’s unused part goes into a pot. He finds Detroit used
more than $777. He has to take some of Mississippi’s pot and add to
Detroit’s pot so Detroit has enough money to take care of theirs. Mis-
sissippi isn’t using as much of theirs. This way you do get the fact
that more money is available in Detroit than is available in Missis-
sippi to balance out for the same number of 235 units.

We do a much more refined process in 236 than we do in 235. We
expeet to put on the books this year something approaching 200,000
individual mortgages on 235. It would be utterly impossible with staff
and capacity and equipment we have to make the individual compu-
tations on every mortgage in advance. When it comes to 236 mort-
gages, however, the numbers of units are very high but the number of
mortgages comes down to somewhere between 1,500 and 2,000 for a
whole year. That we can work on an individual basis,

So in our distribution of contract authority for 236 we initially
recognize what our eurrent costs are running, so that when we distrib-
ute money to New York for 236 units we have already computed tlie
fact that it costs more to build an apartment in New York than it does
in Jackson, Miss. Jackson, Miss, gets less dollars per unit. New York
gets more dollars per unit in 236 because that is within our capacity to
figure in advance. Several hundred thousand 235 mortgages we just
can’t ficure. The end result, however, is a reasonable approximation
of a fair share distribution not. only of living units but of dollars.
A fter all, people live in units, they don’t live in dollars. We are trying
to distribute units first of all on an equitable basis and give them the
dollars it takes to finance those units,
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Mr. Browx. Then your allocation of funding is based more upon
the number of units you contemplate will be built than on the raw
data of need?

Mr. Gurrence. Yes. Need is 60 percent weighted against 40 percent
on ability to use the program.” We like to think that need is
predominant,

Mr. Brow~. What I am getting at is: Are you twice considering the
high-cost areas? Are you consideri ing it in your allocation of funds
and then consideri ing it in your allocation of units?

Let’s not take Mississippi and Detroit but let’s take two areas in
Detroit where the costs of units are substantially different. With re-
gard to the surplus that is derived because there is a lower cost of
participation by you for the same number of units, if you take that
surplus, then give it to the area where the cost is greater, don’t you
reward possibly the high-cost areas at the expense of the low-cost
areas if we are looking at t the rmmhm of units to be built?

Mr. Gurienee. I don’t think it’s a question of rewarding as much as
it’s simply recognizing what the facts are.

We don’t think it’s trying to reward high-cost areas. It simply
recognizes that the people who need the ]‘I()\I‘w]llﬁ' themselves don’t
control the cost but they need the housing and we like to think the
dollars follow the units, not vice versa. We don't give ont dollars as
the primary consideration. We are giving out houses and units and
providing the dollars it takes to fund those units.

If we were unconscious of the fact that costs are high and did
nothing about trying to keep them down, T think it dould be said
you're simply {r\edmar the additional high-cost areas and promoting
high costs. We have some pretty good ‘insttuctions out to the field
now which call upon the field to use prototype costs and make certain
that as they approve projects we are within the bounds of what we
have previously determined should be an adequate amount in order
to build a decent home or apartment.

We don’t just feéed the fuel of inflation by approving any type of
pmu‘s‘t or type of cost. We make a very conscious effort to hold the
cost of the units down to something that is readily marketable.

The Secretary has made it very clear he wants no specific identifica-
tion of a unit saying, “That is a subsidized unit,” and if yon go down
the street you recognize it. Tt has to be readily marketable and still
not be goldplated or gingerbreaded up or anything else that is un-
necessary for decent housing.

Mr. Brown, T am convinced of your sincerity in wltomptnw to do
equity and to handle your allocation of funds fairly.

Is there anything, or is there one thing or two things, in the legisla-
tion that you are presently réquired to function under that nnpedes
your attempt to do equity more than anything else?

Mr, Gurrence, Yes, sir; more than anything else, I think it’s the
containment within the statutes of certain fixed limits, like mortgage
limits. T think it's a gross diserimination against the north-central
and northeastern part of the country with the imposed statutory
limits, T think we ought to be able to proceed on a prototype basis al
over the country,

T think the tying of the 235 and 236 income limits to a percentage
of income limits set by an independent aetion of a reagsonably autono-




53

mous agency; namely, the local housing authority, is also a great
injustice to many areas.

The local housing authorities may or may not be desirous of doing
a proper job. In those areas where they don’t do a proper job and we
have to tie 235 and 236 income limits to their inaction or lack of
properly motivated action, we are doing a disservice to the people
who would otherwise qualify for the 235 or 236 program if a uniform
approach had beefvmade.

I think both of those élements are contained in the Department’s
proposed legislation which has been submitted to the Banking and
Currency Committee. They would both give the Secretary the ad-
ministrative ability to determine income limits and mortgage limits
based on the conditions as they exist, rather than on some theoretical
concept which is contained in national legislation.

Mr. Brown. With respeet to the first legislative restriction that you
said impedes your attempt to do equity, your explanation of that is
pretty much in answer fo'the chairman’s question about tle problem
of New York; is it not# Because you are saying there are no single
family units. -

Mr. GurLepce. Single-family units with conventional or federally
involved financing is sort of out on Manhattan, as a for instance. You
might/ go into the boroughs and find some single family units being
built, even maybe a townhonse arrangement. But you still have a 235
cost limit there that is simply unacceptable. Nobody can build a hotse
within the national limits which Congress imposed back in 1969, when
they last modified it. They raised it in 1969 by $3,000. But, the cost
increased dramatically in 1969, We are talking about 1972 projections
here. They are up dramatically, but the 1969 figure hasn’t been
changed.

More and more each month fewer and fewer areas of the country
can get the benefit of these programs. That is something we need
administrative flexibility to be able to adjust to rather than have to
work it through Congress each time,

Mr. Browxs. Thank you, Mr. Chairman.

M. Moxacan. Mr. Fascell ?

M. Fascerr, Thank you; Mr. Chairman.

Mr. Secretary, how does the allocation work administratively on
your programs within the region, within the area, and within the-
district ?

Mr. Gurrepce. We don’t have a distriet, Mr. Fascell. We have the
central office, 10 regional offices, and 77 offices below the regional level,
some of which are known as area offices that handle all HUD pro-
grams and some are insuring offices that handle only the FHA
insurance. .

M. Fasoern. The regional office is in Atlanta?

Mr. GULLEDGE. Yes,sir.

M. Fascerr. The area office is in Jacksonville ?

Mr. GurrepcE. Yes, sir.

Mr. Fascern. Where is the district office that has 10 southern:
counties?

Mr. Gurtence. It is located in Coral Gables and that is an FHA
insuring office. To complete the Florida offices, there is one at Tampa
which is an FHA insuring office.
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Mr. Fascers. So the area office is the last unit as far as allocation is
concerned ? ;

- Mr. Guriznee. No, sir; the insuring office is the last unit for alloca-
tion of eontract authority that falls within the programs.that it han-
dles. We-were talking about housing only. The area office would be the
last stop for water and sewer, urban renewal, and those things—which
are not my responsibility.

For housing you get down to the insuring office level.

At the present the area office is handling public housing. We
do not have public housing distributed down to insuring office levels,
although we are working on it and hope to be able to have it in a
reasonably short time. Your 235’s and 236’s and rent supplement are
divided up and decided upon at the insuring office level—at the Coral
Gables office, for example.

Mr. Fascerr. What 1s the status of fiscal 1971 funds?

Mr. Gureence. I would have to submit for the record where we are.
Fiscal 1971 funds are merely carried forward. Any unexpended fiscal
1971 funds are merely carried forward into 1972. If your question
meant where were we back on June 30 at the close of fiscal 1971 we
would be glad to supply that for the record.

Mr. Fascerr. Let me restate it. Are fiscal 1971 funds still being held ?

Mr. Gurrence. There has been no holding of fiseal 1971 funds: no,
sir. There is no holding of fiscal 1971 funds.

Mr, Fascrrr. Whatever was unallocated at the end of the fiscal year
is carried forward to 1972, is it ?

Mr. Gurrenee. Yes, sir.

Mr. Fascerr, Tt would be helpful to let us know what the status
was as of June 30.

Mr. Gurrenee. T would be glad to supply that.

(See appendix €, p. 135.)

Mr. Fascerr, Mr. Secretary, in the criteria for 236 projects about
which you testified. is the question of overpopulation per unit con-
sidered ?

Mr. Gurrence. You mean overcrowding ?

Mr. Fascern, Yes, sir.

Mr. Gurrence. That is one of the demographic types of considera-
tions which we take into consideration. T would be glad to have Mr.
Thornton touch on that and tell you all the points that we consider,
if you would like to have that.

Mr. Fascerw. Is it determined under needs or market absorption
capacity?

Mr. Gurnrenee, Under needs.

Mr. Fascerr. How do you determine that, Mr, Thornton? Where
do vou get that information ?

Mr. TuorxtoN. From the 1960 census, It’s the latest authoritative
information there is on that subject.

Mr. Gurrence, We update the 1960 census every yvear, according to
sample information and data which keeps flowing n. Tt doesn’t simply
come in on the form of census information. We have factors which we
apply to the census data.

Mr. Fascerr. But you don’t have the 1970 data yet ?

Mr. Gurrenae. No, sir. They told us that we would get it in the late
winter or early spring of next year.
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Mr. Fascerr. As T understand it, you have no independent informa-
tion with respect to annual updates on such issues as overcrowding?

Mr. THORNTON. NoO.

Mr. Fascerr. You can’t get it, in other words?

Mr. TrornToN. That is right.

Mr. Fascern. FHA has no independent means of arriving at that?

Mr. TrorxToN. That is right.

.\Ilr. Fascerr. So we are already 10 years behind in determining
neec

Mr. Gurrepge. So far as actual house-by-house count, you are abso-
lutely correct. We don’t think we are nearly that far off, however,
because we do apply corrective factors to the census data. We do some
testing to see whether or not these corrective factors are in reason.

Mr. FasceLn, I just attended a meeting of the Subcommittee on
Housing of the Banking and Currency Committee in Miami on this
whole hmmnu question of need, compliance, and criferia. The kindest
thing I can say, after listening to that day-long testimony, is the pro-
gram is in a shambles.

I would certainly commend that entire testimony for your personal
review and any members of your staff who ought to be concerned
about it. It is not a good picture.

Mr. Gurrenge. We would be delighted to do that. If you would
care, we would be glad to be responsive to the testimony. I wasn’t a
participant so I don’t know what went on, but I would be glad to
]I'P\’i(“,“‘ the record and generate such response as you would like to
1ave. !

Mr. Fascern, Mr. Baxter, the regional director was there, and the
director of the local insurance office was there, so they are thoroughly
familiar with it.

Mr. GurLEnGE. Yes, sir.

Mr. Fascert, As I understand it, all of the need dcterminations that
are made are subject to the administrative decision on the number of
units to be made available, is that correct? That is in applying your
adjusted fair share standard ?

Mr. Gurrepae. We start, first of all, of course, with national figures.
Each program has its own variations. Let’s just talk about 235.

We start with how much money has been appropriated and allo-

cated and then we divide that by our anticipated subsidy and come up
with a total number of units which, on the national average, we could
expect to generate out of that contract authority. We start with the
units.

Mr. Fascerr. As I understand it, you don’t have the fiscal 1972 allo-

cations yet, that you are in the pmcoss of arriving at that? Did T un-
derstand your testimony correctly?

Mr. Gurrence. No, sir. We have the fiscal 1972. We are in the process
of distribution of those funds at the present time.

Mr. Fascerrn. Is that in the committee records, Mr. Chairman. the
total units available for these programs and the moneys for fiscal
1972, based on these criteria ?

Mr: Moxacan. We don’t have them.

Mr. Fascerr. I think it would be very nseful to have them.

Mr, Gurrence. We would be glad to supply that.

(The information requested follows:)
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Mr. Gurrence. The last administrative look at it is being performed
and may have already been completed by our regional offices. Our
target date is to get 50 percent of the fiscal 1972 money out by October
95. That is 12 days from now. t f

Mr. Fascerr. If you can only meet 30 percent of the need in the par-
ticular vear, for whatever reason—whether it's administrative or legis-
lative decision—I wonder how you will meet the 10-year goal. If you
do 30 percent in 1 year, that means you are going to have to add that 70
percent along the next 9 years, or add it all up in a single vear. Isn’t
that going to create a serious backlog problem?

Mr. Gurrenge. In theory, of course. a 10-vear goal could be reached
10 percent a year. The fact is that once a house is built, that family
is housed all right.

Mr. Fascern. But you are still 70-percent short of the 10 percent.
That is what T am getting at.

Mr. GurrLenge. The 30 percent was merely to illustrate. The fact is.
my staff tells me. that we are really running about 90 percent of what
was expected to be achieved annually. We fully anticipate that the 6
million goal will be achieved, at the rate at which we are presently
running in the fiscal 1972 budget.

Mr. Fascerr. The evaluation of 236 projects on the 11 eriteria that
were laid down in your statement on page 22, will be refined into eight
criteria ultimately. Is my understanding of your testimony correct ?

Mr. Gurrence. Essentially so.

Mpr. Fagcerr. In other words, you started out with 11 and now are
reconstrueting to eight major eriteria

Mr. Gurrence. That is right. We have combined some of them. ob-
viously, and we have added something. We didn’t have. for instance.
environmental concepts. Nobody was even talking ecology in 1968.
Today it’s the word. So we have environmental and ecology factors
in our criteria, which were not present in the 1968 criteria. We think
we have sharpened them up and made them applicable.

More importantly. Mr. Fascell, T think we have provided a docu-
mentation of decisions. A great many of the decisions which were made
at the local level, were made in conformance with these 11 eriteria, but
there wasn’t a system of documenting why they did it this way.

Our eight eriteria require a doecumentation as to why, rather than
just what, they did. They have to say why they did it, based upon the
criteria.

Mr. Fascenr. I would certainly commend vou for that. T think that
is vital. That whole issue of eriteria has been raised about a 236 project
in Miami, called Green Hills East. You are probably well familiar
with it. Criteria determination is one of the big issues in that project.

Where is school impact consideration taken into account in these
criteria?

Mr. Gurrenee. We don’t attempt to deecide that. In fact, we don’t
think it's the proper HUD role to decide, in effect, whether or not a
school distriet ought to provide schooling for children or at what lev-
els. We go on the basic assumption that it is their responsibility to
|lf'l‘l\'it”!‘-”‘ r-i‘h'lnﬁll_,'_‘_'.

; t 12 trie. But sinee there is no carrelation
v flice allocation might have with respect
to & particular project, other than, let's say, meetine the standarvds of
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a county zone, there is no relationship between actions of the insuring
office and that of the school board in satisfying the requirements of
the criteria.

Mr. Gurreoce: We have something added, Mr. Congressman, the
A-95 proceeding which deals with regional planning. All of our sig-
nificant sized projects have to be referred to whatever regional plan-
ning review group there is, under the A<95 proceeding, for their com-
ment. We expect them to be able to pick up some indications. If they
are doing regional planning, they ought to know what is happening
to the scﬁools and where the schools are going, and this sort of thing.
We have that correlation. We do require as a matter of practice that
all the significant projects are referred to them for comment.

Mr. Fascerr. You would agree, would you not, that it would be an
important social consideration if you had a high impact on any partic-
ular school area as a result of an FHA project?

Mr. Gurrence. That is right.

Mvr. Fascerr. If you try to meet the néeds of the low or moderate in-
come group and locate them into an area where there is inadequate
schooling you are going to have an immediate social problem.

Mr. Gurrence. That is correct. Our first cut at these criteria called
upon our field personnel to try to make an evaluation of the quality of
the schools. You have superior or you have adequate. We found out
these were too subjective. We did not want to approve projectsin poor
school conditions, but we also found that it’s very subjective to try to
report whether or not a school is adequate or superior. We had to de-
lete this subjective judgment of the quality of the schooling.

Mr, Fascerr. I can understand w]lty yon had to do-that.

Mr. Gurieper, But we are nevertheless econcerned about the rela-
tionship to’ the schools. That is the reason why we do require these
projects to be in conformance with any regional planning which is
going on and refer it to the regional planning board, through A-95
proeedure for their review. At the moment that is our best tool for co-
ordination.

Mr. FasceLn. How about other considerations? I don’t want to bind
you on this if it fits a particular case, mine or somebody else’s, because
you will have to examine specifics in every case and I don’t want to
be unfair to you. Let’s assume a 236 project such as Green Hills East
in Miami has no bus service, no shopping center, that the schools are
already crowded, that there are already other low cost projects close
to the same area. I don’t see how you could rate that as adequate or
suRerior criteria, if T read your criteria correctly.

Ir. Gurrenge. Under your hypothetical situation a project would
never be approved if they are following instructions.

Mr. Fascerr. That is what I was afraid of. Accordingly I think
under the circumstances that this petition I have in my file from 500
Green Hills East should be submitted to yon so it can go along with
the request that Senator Chiles and T have made to the Secretary.

Has our wire gotten down to your office yet?

Mr. Gurreoce. It could be at my office, but not to me. I would be
delighted to Took it up and be responsive.

Mr. Fascrrr.. I would appreciate it. T will give you all the details.
('The petition follows.) :

69-323—71——5
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CoNCERNED CITIZENS oF GREEN HiLps,
September 10, 1971, Miami, Fla.

DEAR CoNGRESSMAN FaAscELL: We the undersigned homeowners of Green Hills
Community wish to bring to your attention and te protest the project Green
Hills East consisting of 16 two story buildings, housing 170 units of one, two and
three bedroom apartments. This Federally-funded, insured and rent-subsidized
FHA 236 project will join another similar project in our area, Winston Manor
at 10945 S.W. 184th Street which consists of 100 units.

We feel that this is incompatible with our area of 589 homes which range in
price from $25,000 to over $40,000. Not only this, but we have in the past few
“vears paid incereasingly higher amounts in the form of taxes and fees for services
such as those paid to the Dade County Waste Division. Yet our police and fire
proteetion are Jess «than inadequate and our trash pick-up service is at times
non-existent. Many of the residents of 180th Street will agree that the sewage
facilities of Green Hills are also not up to par. Our area schools are overcrowded
and inadequate, junior high and senior high schools are having to operate double
shifts daily and we are now being asked to make room for 170 more non-tax
paying families in this already over-burdened system. Our area does not have
any bus service, there are no jobs available near-by and there is no shopping
center in this area that these people could walk to. Therefore we wonder at the
wisdom of building another low-rent project in this area.

Furthermore, when the builders and developers of Green Hills, Shores Devel-
opment Inc. and Sky Lake Realty Inc. applied for a zoning change from agri-
cultural to RU 8M (Minimum Apartment Houses 12.9 units per acre) for this
area which originally consisted of 105 acres, their plan included private drives,
club houses, pools, tennis courts and a five foot wall separating the development
from the houses in Green Hills. After numerous turndowns, they were finally
granted a zoning of RU 3M on the basis of these plans. Three weeks later, they
sold 25 acres of this land to Kanko Development Corp. and in August of this
year, Kanko began building their Federally-funded, non-tax paying project,
without the club-houses, pools, tennis courts, wall, ete. The original plans would
have consisted of mainly settled or retired tax-paying citizens who would have
paid for the services they used. There would have been few young children to add
to our overburdened school system. We do not believe that the present buildings
are in strict compliance with the original plans which served as a basis for the
zoning change and that all work should be stopped until an investigation of this
matter can be made.

The people of Green Hills Community are responsible, hard-working, tax-
paying voting eitizens who are being asked to take on an additional burden which
they cannot and will not accept. If there is a mass exodus from this area, we
the home owners stand to suffer great loss, but you the politician also stand
to lose our votes and our taxes when this area declines into a Federally-created
slum. We ask your help and your support in seeing that this does not oceur.

Mr. Fascerr. That leads to the next question.

What is the ultimate authority with respect to your office on a 236,
once it's initiated and a determination is made, if it is made, that
there is no compliance with the criteria, that some error has been made,
either in judgment or in fact or otherwise? What is the ultimate au-
thority of your office to discontinue a 236 project? Also, what is the
authorization you give in the first instance ?

Mr. Gurrenge. The delegated responsibility for making all the de-
terminations that are applicable to any given project are delegated
down to the insuring office director or the area office director. He is
supposed to make his findings in conformance with our regulations.

r. FasceLn. Assume he has done that and then some other facts
come to light?

Mr. Gurrenee. If he has done that and the project has p
to the ‘)oint where a firm commitment has been issued in conformance
with all the regulations we had outstanding at the time, our position
at that point is simply that we acted properly under the circumstances,
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we tt(,)s{)k the proper actions, and the recourse would be to go to the
courts.

Mr. Fascenn: I see from published field office notices that there are
several of these cases in court.

Mr. Gurrepee. We recognize this. As a matter of fact, the so-called
Shannon case up in Philadelphia has been pretty well-known, and
Judge Duffy’s and Judge Austin’s decisions in the Gautreaux cases in
Chicago, also.

Mr. Fascerr. There may be one in Philadelphia.

. Mr. Gurrenge. They are finding in both cases the Department acted
in error.

Mr. Fascerr: What T am trying to find out is what is FHA’s ulti-
mate authority for terminating the continuing approval ¢

Mr. Gurrepge. The authority is vested at the local level to continue
to approve projects.

Mvr. Fascery. Can it be withdrawn?

Mr. Gurreoce, The Secretary can withdraw it any time he wants to.

Mr. Fascerr. You ought to know that your regional director and
l(})lqal FHA insurance office both said they have no authority to do any-
hing.

Mr. Gurienee. I don’t know what authority they thought they were

being asked about.

Mr.: Fascerr. The authority about withdrawing continuing ap-
proval of a 236,

Mr. Gurrepee. Are you speaking of continuing project approval,
meaning to continue to approve new projects? They cannot eancel a
commitment.
~‘Mr. FascerL. I am talking about the continuation of a particular
project.

Mr. Gourrenge. They cannot cancel a project once it’s started.

Mr. Fascern. What is the relationship of FHA to a 236 project ?

Mr. Gurrepge. FHA makes a commitment to the lender that if he
advances this money and the Jamject- should ultimately go into fore-
closure, that the lender would be reimbursed. We insure the Jender.
In addition, if it involves a subsidy, FHA makes a commitment to the
sponsor in 236 that  dollars a.:month will be made available to apply
against reducing the interest rate on the mortgage. There is a corollary
responsibility on the part of the owner to collect the rent in accord-
ance with the regulations, and if all the subsidy isn’t needed he reim-
burses or refunds the difference, which ultimately goes back to the
Treasury.

Mr. Fascerr. You have a double commitment, one to the lender and
one to the developer.

Mr. GuLrepge. Yes.

Mr. Fascenn. Is there any relationship, other than that between
FHA and the sponsor ? If the sponsor is a corporation, does FHA have
any legal interest in it ?

Mr. Gurirpae. There is a very extensive relationship which is spelled
out in what we call the regulatory agreement, which is an agreement
entered into between the FHA and the sl_Fonsor setting out a number
of things which that sponsor must do. They generally relate to the
operation and maintenance of the project.
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Mr. Fascevrn. That is FHA oversight ?

Mr. GurLepge. That is an oversight proposition.

Mr. Fascerr: Is that as far as the maintenance and operation of the
236 project is concerned ?

_ Mr. Gurreoee. Yes, maintenance and management of the multifam-
ily project is established in a regulatory agreement which is entered
into and is binding. ' B4l :

Mr. Fasceri, Are all corporate sponsors under 2367 Or may they
be individuals? .

Mr. Gurrence. They can be individuals.

Mr. Fascerr. So there is no ownership relationship between FHA
and a sponsor through any of the documents, the law or regulations?

Mr. Gurrenee. Not that T know of in the sense you are using the
term “ownership.” : -

Mr. Fascrrr. Such as shares of stock or preferred stock.

Mr. Gurenge. It used to be that the FHA Commissioner was &
preferred stockholder, but that was done away with some years back.
T don’t know the story behind it. At the present time there is no owner-
ship relationship.

Mr. Fascerr. I understand what you are telling me, where there may
be some dispute or some question, either on the basis of a change in
facts or misunderstanding or even an error, once the commitment is
issued FHA takes the position that it’s a legally binding document and
FHA cannot unilaterally withdraw its commitment. Is that correct?

Mr. Guriepae. Unless fraud were involved.

Mr. Fascerr. Unless fraud is alleged and proven ?

Mr. Gurtence. Yes, sir. It’s a contract. Both parties enter into it.
We have to do something. They have to do something. If fraud was
evident or proved, we are not bound by the contract.

Mr. Fascerr. Mr. Secretary, what is the statutory limit on unit eon-
struction costs in a 235 project ?

Mr. Gorrenae. The mortgage amount ?

Mr. Fascerr. What is that limit now under thestatute?

Mr. Gurrenae. It’s $21,000 in a high-cost area for a three-bedroom
unit and $24,000 for a four-bedroom unit. It’s a $18,000 in non-high-cost
areas. We allow a $3,000 upgrade for high-cost areas.

Mr. Fascrrr. What is the determination of a high-cost area ?

Mr. Gorrence. Tt depends on total cost of construction.

Mr, Fasoerr: Is that arrived at at the central office ?

Mr. GurLEpGE. Yes, sir.

Mr. Fascerr. I forgot what your testimony was on that.

Mr. Gurrenee. The computations dre made locally according to a
prototype which is supplied by the central office.

Mr. Fascerr. In other words, the central officesupplies: the proto-
type and it goes down tothe local office ?

Mr. Gurrepaee. That is right. They cost it 6ut and document that.

Mr. Fascerr. Then the recommendation comes back for high-rent
gesignatim} and is either approved or disapproved at the central of-

ce?

Mr. GurLeper. Yes.

Mr. Fascrrn. As far as the designation

Mr. Gurrenee. The designation of high-cost is reviewed and ap-
proved at the central office.




My, FasceLnd Within an insuring office—again I am using Coral
Gables because I am familiar with it—is-it possible you could have
high-cost and low-cost areas within a district ?

Mr. GurLence. Surely.
| Mr. Fascerr. That is up to the district director of the insurance of-
fice to make those different designations and submit, them to the cen-
tral office, where they are approved ¢

Mr. GurLevee. The higL-{-usi. designations for other localities are
determined by the insuring office in relation to applying cost indexes
for those localities to the approved cost estimate for the insuring office

city. i

KII‘. Fascrrr, What legal control do you have, Mr. Secretary, with
respect to the quality, standards, and compliance on 235 projects?

Mr. Gurience. First of all, of course, you have minimum property
standards which go into the question of quality and acceptable work-
manship, and so forth. !

Mr. FasceLr. I meant complying with plans and specifications.

Mr, Gurrepce. Plans and specifications are reviewed, Specifications
must be submitted on our form of specifications, and the plans have to
be prepared in conformity with our form of planned preparations.
They are reviewed by the Office, and their conformance with our mini-
mum property standards is gone over; and if the plans or specifica-
tions do not conform, they are required to conform. If they do con-
form, they are approved as submitted.

Mr. Fascers. Are you having any problems across the country with
low-quality or defective housing being built under 235 commitments?

Mr. GurLence, Occasionally, but very, very isolated. We did have
a great problem in St. Louis, for instance, We had a problem out in
the Seattle, Wash., area.

Myr. Fascerr. Was that several hundred units in each case?

Mr. Gurrence. No, sir. I think the St. Louis case involved 35 or 40
and a reasonably small number in the Seattle area. We occasionally
find a builder who does get a jump on the office and puts up some units
which are not of a quality which the office would approve. When this
is called to our attention, we have the authority to turn it down. The
construction will not be approved, and the final insurance will not
be issued, until the structures are brought to our standards.

Mr. Fascerr. 1 have a more difficult case, Mr. Secretary. I have a
case where the house is all built and won’t meet anybody’s stand-
ards—anybody’s, much less FHA’s,

Mr. GurLepce. I presume when you say built, you mean built and
insured ?

Mr. Fascern. Yes, sir; final elosing and people took possession and
tried to live in the house.

Mr. GurLence. That becomes a matter of judgment as to whether
or not the structures do indeed meet the quality standards—

Mr. Fascern. What happens then? We are talking about oversight
and compliance on a very important program designed to meet low
and moderate income needs. ;

Mr. Gurienee. It depends. Section 518 (b) of the Housing Act of
1970, which was signed on December 31,1970, gave us the authority
for correcting serious structural defects in existing construction cases
insured under 235 where there has been a fault disclosed in existing
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construction which reasonably could be expected to be disclosed. We
had 518 (a) that covered new construction, where there has been an
oversight on the part of an appraiser or inspector dealing with the
structure—the major structura.lpe]emants, elements which affect not
appearance, not cosmetic, but which affect structural safety, mechani-
cal ability, integrity of the roof, the foundation, the plumbing, heat-
ing, and wiring. :

Mr. Fascerr. You have hit my case exactly on the head.

Mr. Gurrepee. Where that is defective and where it wonld have
been apparent to someone skilled in the art who was doing the in-
specting, but he didn’t see it or for some other purpose did not take
action on it, then the Secretary is authorized to make corrective repairs
at the Secretary’s expense.

Myr. Fascrerr. Is that a delegated authority ?

Mr. GuLrepGe. Surely.

Mr. Fascerr. Can the insurance office director do it on his own
authority ?

Mr. Gurrepce. Yes. He is delegated that responsibility to take
action.

Mr. Fascerr. Supposing it’s within the 1-year guarantee and the
builder won’t act?

Mr. Gurrepge. The Secretary has the authority to act instead.

Mr. Fascerr. Are there appropriated funds for that?

Mr. GurrepGe. They are not appropriated. They are anthorized to
be paid out of the reéserves of the FHA.

Mr. Fascern. Mr. Chairman, I want to take time to put into the
record a specific case illustrating points in the colloquy just held. It’s
typical of this whole issne. Congressman Ben Blackburn, of Georgia,
brought this case to my attention, and I am grateful to him. This is the
case of Mr. and Mrs. Cullen.

The letter says:

We purchased the house as provided under title 235. The builders, are Tropie,
Modular Erectors, Inc. We have an all-state modular home, and we were to have
wall-bo-wall carpet, a fully sodded yard, the ¢hoice of front and siding on the
house. We don't have the carpet nor the front siding or choice, and we have a
half-sodded yard.

In addition, our house is unfit for human occupation. The water system in the
house yields polluted water. We have had the water tested by the State of
Florida Department of Health and Rehabilitative Services, Bureau of Labora-
tory, as of July 28, 1971. The only water fit for human eonsumption comes from
an outside spigot.

They go on to give the details on the coliform rating in the water
that is polluted.

It was flushed out with chlorine and it is still unsafe.

There is a whole paragraph on how both the mother and the chil-
dren have had to have medical treatment as a result of using the
polluted water.

The outside of the house is eovered with fricoplex, which is ne longer accept-
able by FHA because it doesn’t last. The condition is not being corrected, as the
director at the loeal office said it would. The house looks as if it had been lived
in at least 8 years, and it hasn't been painted. The siding on the house is crack-
ing and coming apart at the seams, and the foundation is cracking. The house
leaks, and the floors are so soaked they make a noise like wet tennis shoes, and




67

several household items have been ruined. This is a brandnew house, insured for
the full amount, $21,000.

The ¢eiling has moisture spots over it and is buckling about the sides and
coming:down from the middle.

The writers of this letter, Sam and Donna Cullen of 16810 S.W. 300
Street, own this home. They are still bound under the mortgage. They
have had to move out. They can’t get repairs. They still have to pay,
whatever it is, $91 of $178 mortgage payment, and the Government
is ]riasponsiblc for the rest of it. When this lady complained, she was
told :

Well, it’s a Government house. What are you fussing about ? You are getting it
for practically nothing. \ : :

Then when ‘the. Cullens advised the FHA that they would like to
deed the property back to FHA, an employee of FHA allegedly said,
“You try that and we will ruin your credit for life.” That is.on the
record of the hearings of the Housing Subcommittee, and the man’s
name is available. ' '

Mr. Secretary, it’s one thing to have allocations and it’s another
thing to have oversight and compliance if we are going to have a suc-
cessful program. The Cullens need help and that’s why I'm calling
their case to your attention.

I am afraid that what has happened, unfortunately, with all FHA
is that because it primarily insures the lender it has taken an arm’s-
length attitude with respect to the homeowner and requires him to re-
solve any disputes with the builder concerned.

The truth of the matter is that it is extremely difficult, as you well
know. Noncomplying builders are blacklisted. However, if corpora-
tion Y goes out, of business after it finishes a project and then starts
up as corporation Z and gets another commitment someplace else to
do the same thing all ‘over again, all enforcement is defeated.

Mr. Gurrepce. That is not true, Mr. Fascell. At some point I would
like to comment on what you have said.

Mr. Fascern. I am just giving you the feeling of a great many citi-
zens who are frustrated in trying to get compliance and quality, even
though it may be low income and moderate income. It is this position
that FHA finds itself in today, both on 235’ and 236’s. I am going
to find an answer to this, Mr. Chairman

Mr. Gurrepee. I think we have the answer if yon will give me a
chance to putit in the record.

Mr. Fascerr. All right.

Mr. Gurrence. First of all, let’s take corporations A, B, C. We don’t
list corporations by themselves. We go behind to the sponsors of cor-
porations to everyone who has a 10 percent or more interest—of course
you could have a corporation in which nobody has a 10-percent inter-
est—but that means, if you have 11 or more people in it, they don’
have to identify themselves. We currently identify anybody with 10
percent or more interest. .

If there is any unsatisfactory performance on his part, that is noted.
We don’t use the term “blacklisted”; but it’s noted and he simply is not
approved to participate further until some corrective action is taken
to remedy beforehand whatever was the problem. So there is no cor-
porate dodge that we tolerate. :
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The only possible thing could be simply fraud on the part of some-
body submitting an application in which they frandulently identified
their interest. Then, of course, we have the FBI who can handle that.

Secondly, our position is not one, in connection with a 235 home-
owner, to say, “Tough luck, old buddy, you bought that and it’s yours.”

We have had cases where we have allowed, as the onl alternative,
the pro}ll_)erty to be deeded back without prejudice and wit{mut jeopard-
izing the person’s credit record so far as we are concerned on that
ltem. We have approved these same people to go and buy another
house, which they find and are satisfied with. We approve it. We let
them buy that with no problem. .

I would suggest to you that with some 7,000 or 8,000 employees we
may have some who take the callous attitude that you indieated.

Mr. Fascerr. T was very careful to say that was an allegation. I
don’t know if it’s true.

Mr. Gurrenge. That is not the Department’s position. Tt’s not the
way we want to act and not the way we have acted when the facts have
been brought to ourattention.

Mr. Fascerr. Mr. Secretary, my colleagues have been very courteous
in allowing me to pursue this mafter, and so have you. I call the Cullen
case and the Palmland Homes to your attention specifically because
it may involve the whole project. If that is true, we have a real bad
problem. :

Mr. Gurrepge. We are handling over a million applications a year.
We are endorsing with mortgage insurance about 500,000 of them,
about 50 percent. There are going to be some mistakes made. We would
love to correct them whenwe find out about them.

Mr. Fascerr. Thank you, Mr. Secretary.

Mr. Moxagax. Mr. Thone?

Mr. Taoxe. Thank you, Mr. Chairman. Mr. Gulledge, first T wonld
like to formally thank you for the eourtesy with which vour office
handles requests from my office.. As you know, we have had some In-
dian housing probléms in Nebraska. and you have been most courteous
and effective in resolving those problems. We appreciate it.

Mr. Goreene. Thank you. We have inherited quite a few problems
we are trying to clean up.

Mr. Taone. As T understand it. Mr. Secretarv—and T use the
Chairman’s words—your request asked here to explain the Depart-
ment’s policy on the national allocation of new commitments and sub-
sidized housing contraet authority.

However, in the gentleman’s opening statement he said :

Serious questions have been raised as to it continuing efficiency in the non-
subsidized area. Departmental reorganization, with its emphasis on decentral-
ization, including the establishment of new area offices, has possi bly contributed
to the apparent loss of efficiency which is a growing concern of this subcommittee.

What is your response to that?

Mr. Gurrence. I am very glad that somebody besides me is worrying
about. it. We hawve had a loss of efficiency, not as great as has been in-
ferred and not as great as the isolated data submitted back in June to
this committee would appear: M o 1 .

It’s not because of the reorganization, except peripherally. Our loss:
of efficiency stems from a series of circumstances starting with the
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fact that the President, when he’sabmitted the 1970 fiscal budget to
the Congress in April of 1969, had an agreement with the Coneress
which OMB subsequently endorsed which put a ceiling on outlays.
Commensurate with that, the President made the commitment that he
was gomg to attempt to reduce Federal payrolls.

We operated for all of fiscal 1970 on the basis that for every four
people who left we could only hire three. That gave us a 25 percent
reduction. Therefore, as we entered calendar year 1970, which was
the last half of fiscal 1970, we were operating with fewer and fewer
ﬁeople, the further we got into calendar 1970. Halfway through calen-

ar 1970 we were able to start using fiscal 1971 funds. The fiscal 1971
continuing resolution gave us the authority to operate at the same
level we had been operating in fiscal 1970.

The appropriations for fiscal 1971 were not signed until December
of 1970. We were all the way through that calendar year of 1970 with-
out any more people than we had the year before. The net result is
that we entered calendar 1971 at a depressed level of field capability
for handling business.

Two situations were developing on the mortgage market side. The
price of money was ve?r high in the fall of 1970—814 percent. It had
declined between late fall of 1970 and early 1971. In about 90 days
time, the Secretary was able to reduce the maximum interest rate
from 814 percent down to 7 percent. With the last drop, which occurred
in the last week of February 1971, we are now 2 months into calendar
1971, down to 7 percent, that led us into this spot with the spring
'buikiing season with an interest rate that suddenly dropped and ap-

plications for insurance came out like the leaves in the spring.

Our offices were deluged with applications. Our offices were not
staffed to handle a deluge of applications.

Finally, when the fiscal 1971 authorization was passed by the Con-
gress, signed by the President, apportioned out to us, we were in
calendar 1971 before we had the authority to start hiring any more
people. We simply have not been able, and were not able at that time,
to keep up with the demand. We were receiving a tremendous deluge
of new busitiess and the authority ¢ame along slowly to hire new
people. Hiring peoplé doesn’t mean they know how to perform. We
were unable to keep up with that demand.

As a ¢onsequence, a former record of being able to render 95 percent
to 100 percent of all applications approved in five days time fell by
the boards. Data submitted to you in June showed we were falling
way behind. The updated data which the chairman asked for shows
that to be greatly improved. It’s not where it needs to be yet, but. it’s
a lot better off than it was. :

Frankly, we are faced now with a freeze on hiring any more people.
We will have to expect that whenever you don’t have enough people
to handle the business that the business you handle will fall further
and further behind. We are not shutting off applications coming in,
but we only have a limited capacity to handle them. :

It’s not due to the reorganization. It’s due to the other circum-
stances that I indicated to you. Reorgamization has not helped to im-

rove it ‘at this stage. We. do think that after the people who are
'l[;rou,qh't, on board under’ reorganization 'learn their responsibilities
that they can improve then.
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Mr. Browx. Will the gentleman yield ?

Mr. Trone. Surely. \

Mr. Browy. Isn't there another factor to be considered also? That is
that during this period of time, because of the problems you were ex-
periencing with the 235 program, you had to reestablish and reinvoke
many of the certification programs that had been dropped ‘in the pe-
riod of 1968 on?

Mr. Gurepae, A great deal of the looseness had been generated in
1967 and 1968, which we feel was contributory to the attitude in the
offices evidenced by the 235 problems, we had to correct and reinstitute
tighter proceedings which then required the staff to go back and do
more than they needed to do.

Mr. Brown. So the workload on a diminished staff would increase ?

Mr. Gurienge. Yes, sir. I would have to say I don’t think there was-
any way we could avoid it, but. we can’t have a national full-style
investigation of a program without taking many thousands of man-
hours to do it. The Secretary did a national, thorough, top-to-bottom
investigation in every office of 235 and 236 rograms and other pro-
grams. It has taken thousands and thousands of man-hours. That is
necessary work, but it doesn’t let you produce.

Mr. Brown. If the gentleman will yield just, a second further. The
reinvoking, or the reestablishment of the seniority financial programs
should help to eliminate the problem which the gentleman from Flor-
ida is talking about.

Mr. Gurience. It will go a lon ways. I mentioned previously the
hurricane that went in (E,orpus hristi. We had 61,000 man-hours
put on that hurricane and it was a problem. That 61,000 hours is an
awful lot taken out of processing applications,

Mr. Brow~. Thank you very much,

Mrs. TroNe. One final observation, Mr. Secretary. The night, be-

fore last T spoke before the Lincoln, Nebr., Home Builders Associa-

tion. As I understand it, the new starts are at an alltime hi%h. In
8

calendar 1971 we will have more than 2 million new starts,
correct ?

Mr. Gurrence. The starts for August, which is the latest data avail-
able—September’s starts will be out about the 16th of October—are
2,228,000, an alltime high in the history of this country. It is an-
ticipated we will be having about 2 million starts this year, We are
con}ident. We are predicting close to that amount, which will also be
an alltime high.

Mr. Trone. That is all, Mr. Secretary.

Mr. MoxacaN. What is the national goal of starts that has been set:
in legislation ?

Mr. GurrepGe. In subsidized starts?

Mr. MoxaGaN. No,Imean the overall objective.

Mr. GurrepGe. The 10-year housing goal is 26 million units and the
goal’s decade is from 1969 through 1978. /

Mr. Moxacan. It would average 2.6 million ?

Mr. GuLrepge. Yes.

Mr. Mo~aean. Thank you. . ;

Mr. Gurrepge. We are computing about 4 million mobile homes
in that and those mobile homes are not included in the starts figures

this
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we were just discussing. When you add the mobile homes to it, it’s
going to run between 2.4 and 2.5 million for this year. i

Mr. Mo~acan. Incidentally, the answers to Mr. Thone’s questions,
.at least as of June, are contained in the response that you made to the
subcommittee that is printed on page 37 of the hearings which have
just been published.

Mr. Gurrepce. I have only one little quarrel with the way the docu-
mentation is submitted to you, Mr. Chairman,

We have kept records on cases processed in 5 days or less and the
percentage of them. Whenever you find that your percentage has
slipped E'om 99 to 60—or down to four, I think, on one of those—
it looks terrible. That doesn’t really tell you whether we are getting
them out in 8 days instead of 5 or taking 6 weeks instead of 5 days.
It doesn’t tell you that, and we don’t have that information. But use
that much eaution with the numbers,

Mr. Moxaaan. Mr. St Germain ¢

Mr. St Geryarx, Thank you.

When the housing goal was set, it didn’t contemplate including
mobile homes as part of the goal, did it ?

Mr. Gurrence. I didn’t include them, either, Mr. St Germain. But
the Department has since the second report included them,

Mr. St Germarn. Mr. Secretary, on page 5 in your testimeny you
refer to the fact that there are Project Rehab, Operation Break-
through and projects for priority for occupancy by military house-
holds. Some of them are moderate portions set aside to carry out
specific central office programs,

Mr. GurLEDGE. Yes.

Mr. St Germain. Could you submit for the record what the actual
portions are and also where the military housing has been built to date
under the 235 and 236 programs?

Mr. GurLence. I presume you mean approved to be built.

Mr. St GeErMAIN. Yes, and are being buiB.

Mr. GurLepge. I would be glad to.

(The information requested follows:)

Section 236 project allocation for military priority occnpancy, and 1972 central
office program set-asides:

From the fiscal year 1971 contract authorization under section 236, allocations
have been made for projects with 4,358 units on which priorities for military
occupancy are to be maintained by project sponsors. The localities, military

fstabllshments, and numbers of units involved in these approvals are as fol-
OWS :

5 y Dwellin
Project location Establishment unilg

o P RS S| YRR G R S
Anchorage, Alaska_ _
{:ckaonvilleﬁ Fla.
s Vegas, Nev_
Norfolk, V...
Colorado Springs, Colo_
Biloxi, Miss. ... ...
lsl:visn\filln, E_ll_
n Diego, Cal
Pansacofl’, Fla
Oahu, Hawaii___.
ucson, Ariz.. £ 0w
Redbank, N.J_ Fort Monmouth_._.
(T L S Ll b o S Nl Shaw AFB
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From the 1972 fiscal year contract authorizations, program set-asides have been
established as follows, but allocations to individual localities and projects have
not been made : :

Program Sec. 235 Sec. 236

Project Rehab --- §17, 000,000 %10, 00O, 00
Operation Breakthrough 900, 000 18, 500, 00
[T 00 | R L B R R A (AR PR, 3, 800, 00

Mr. St Germarn. On the first set of criteria, there is an inclusion of
model cities and urban renewal areas as a preference. As a matter of
fact, some of the offices seem to think that if an application is for 236
within a model city or urban renewal area it should receive an auto-
matic approval. Do you agree with this?

Mr. Gurrenge. No, sir. As a matter of fact, our project selection
criteria have modified that former concept somewhat to say that if
it’s in a model city or urban renewal area it has to meet other criteria
tests as well.

Mr. St Germain. What I am asking is if it meets the other criteria
tests and there are three other applications pending that also meet the
other criteria tests, and one is within model cities or urban renewal and
the others are not, should that be the factor that tips the scale?

Mr. GuLrepce. No, sir. -

Mr. St Germarn. Because it has now been removed, has it not ?

Mr. Gurrenee. It has been removed that it gets an automatic to
rating. That factor, along with all the other factors, receives individua
ratings and under your illustrative case any one of .the other three
could be funded ahead of the model cities project.

Mr. St Germaiy. Onece you get it down to the regional office, then
allocations of the 235 and 236 programs are made to the 10 regions1
offices. It really goes right on down. The regional office in this par-
ticular case serves as a conduit to transmit it on down to the local office.
This is really the field office allocation; §

Mr. Gurcenge. Correct.

Mr. St Gerarain. Once you get it down to the regional office, then
how is the allocation or the division made? For instance, within a
given region you might have 12 major areas, -

Mr. GurLLEDGE. Are you saying region, meaning a local office ¢

Mr. St GermaiN. A regional office. I am not talking about an area
office or an insuring office.

Mr. Gurrenge. The regional office does not make an independent
suballocation to its area or insuring office of these funds. These funds
are transmitted to the regional office with the previously agreed upon
distribution of these funds.

Pick a regional office. Let’s don’t,go into yours. Let’s go to Atlanta,
Mr. Fascell’s. The Atlanta region has eight States. It has perhaps as
many as 12 or 14 offices. The suballocation below the regional level to
those offices is previously agreed and based upon all the criteria Mr.
Thornton has mentioned and documented previously. :

The only regional input is the ene which comes from examination
of peculiarlocal conditions which they may be aware of that do not
show up in the data, such as anextraordinary growth pattern or slow-
down pattern because of unemployment, or something of this sort. The




region really doesn’t have the predominant voice in deciding how
much money is going down there. Frankly, that is simply a matter of
arithmetic. We do very little modification of what the arithmetic turns
out.

Mr. St Geraar. Essentially what you are saying is that once the
allocation is established in the central office for the regional office, it is
also established for the area and/or insuring office ?

Mr. GuLLepge. As a matter of fact, we ‘determined the percentages
for the area or insuring offices, the regional amount is the sum total
of those. We start at the bottom and come up.

Mr. St Germain. With respect to the problems of various builders,
is there any question on the application form that asks:

Have you or your associates within your firm participated in any FHA pro-
grams prior to this date under this or any other firm name? If so, when, where
and under which name? '

Mr. Gurrepce. On all of our multifamily, yes. Onsingle family, no.

Mr. St GermaIN. As you know, the problems that have developed
seem to have developed for the great part with the single family.
Wouldn't it be advisable therefore to incorporate the same question in
the form that the builder fills out for FHA ?

Mr. Gurrenge. We have another approach. You asked does the ap-
plication have this. We have another approach, Let’s take Mr, Fas-
cell’s case. Let’s assume that you do have a builder there who has done
a poor job. The office which has jurisdiction, in that case the Coral
Gables office, would place that particular builder on what we called our
URD list, our undesirable risk determination list. A1l the other offices
are notified and the central office is notified that this man is on our
URD list. But it doesn’t originate as a consequence of an application
question, which is the way you asked it.

We do have a record of those builders or architects, consultants, law-
yers, appraisers, lenders and realtors, we have a list of all the people
with whom we have determined that it’s not in the best interest of the
Government for us to do business.

Mr. FasceLr. And the Congress ?

Mr. Gurrence. No Congressmen are on the list. ) ¢

Mr. St Gersrarv. It's like the clerk of the store who is given a list
of counterfeit bills to watch for—the numbers and what have you. It’s
a little difficult at times and they miss some because they might be
busy.

.glot. of FHA people are overworked. Wouldn't it be a little insur-
ance to add that question? I realize that under 235 the applicant is
ordinarily, the buyer, who then goes out and seeks a home that he or
she wishes to purchase. ¢

Mr. Gurieper. Tt is not quite that way, Mr. St Germain.

Mr. St Germain. If T am incorrect—I will put it this way. It ac-
tually happens both ways. There are some builders who are allocated
“X*” number of units and in other instances you have a builder who
might build 1, 2 or 3 houses a year. Is that cotrect?

Mr. Gurrence. That is correct. It iswhat is called over the counter.
About a fourth of our funds on 235 contract authority are expended
in that type of over-the-counter transaction. About three-fourths of
them wind, up in some type of allocation to a builder who in effect
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builds and seeks a customer. The over-the-counter case may come as
a consequence of either the builder’s initiative or the initiative of the
owner.

Mr. St Gervain. We found one thing in previous hearings you will
recall in the authorizing committee, and t{mt was that 235 and 236
came along and it was just added on as an addition for your FHA
people. As time has gone on we have just piled one program after
another onto their responsibilities. The thing that bothers me is we
want to reduce the Federal payroll, by the same token do we not want
to create that much unemployment and yet you are actually going to
insist on following through the certification process. ]

Incidentally, the house Mr. Fascell is talking about is not affected
bly the new certification program, and they are going into it more
thoroughly because it is 3 months old. Anyway if we are going to
insist on, and we should insist on proper inspection—we have been
through this in the other committee—isn’t there going to be a slow
down in approval of applications and certification ¢ It is an inevitable
consequence is it not ¢

Mr. Gurrenge. Without question we will be able to do less business
with a smaller number of people. There is no question about it, be-
cause it is our full intention to do whatever business we do, to do it
right. What we call quality processing.

Mr. St GermaiN. As a competent builder yourself, I am sure you
preached this theory as have some of our mutual friends in Rhode
Island to me, that while the auto industry comes first in creating em-
ployment, the housing industry is important in generating employ-
ment, because you have all of the suppliers, the plumbing fixtures, the
electrical wor[z and everything that goes into a house. So that if we
keep a high level of housing starts going, we are generating employ-
ment.

Once again I question the wisdom of a drastic reduction, parties
ularly in FHA personnel where this might mean slow down in cer-
tification and therefore a slow down in housing starts. I don’t really
want you to comment on that.

Mr. Gurrepce. I would like to add something to it for the record’s
sake.

The, Secretary is proposing to increase field employment by 400,
There may be a departmental reduction but he is doing it not at the
expense of people who are actually handling cases and inspecting and
appraising and processing but at the expense of whatever fat there
might be in central and regional office staffs,

Mr. St GErMAIN. Mr. Secretary, Mr. Fascell mentioned a type of out-
side siding that is no doubt a trade name—Tricoplex. With respect
to items such as this, doesn’t FHA require either a letter of approval
or approval number of some type for if? . : ?

Mr. GurLence. We have what we call an engineering technical bul-
letin which 1s issued on any new produet with which there hasn’t been
experience—of course we don’t issue it on bricks, they have been
around for 6,000 years. But any new product that comes on the market
a manufacturer has to submit to us in order to receive our approval.
All systems have failings.

I never heard of that particular brand name or know what the
product consists of. It is perfectly possible someone slipped up there
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and a product went on which had not had that engineering bulletin
1ssued on it.

;\Iil_-. (:13"1" Gerymarn. It could be a question of whether it was properly
applied.

Mr. Guraebee. Sure, because all product approvals are conditioned
upon following the manufacturer’s mstructions for application, which
is a procedure that would have been used in the lab examination of the
product in the beginning. Fanlty workmanship sometimes takes a good
material and renders it useless.

We are certainly going to check into that and see what the problem
is there. Once again, this not being a perfect world, even with 1ab tests,
you sometimes find out when you get the products out yonder they
don’t pan out as you thought.

)[1-. St Gerarais. I tell you your people are really demanding on
testing,

Mr. Gurienge, They do a pretty thorough job. There are very few
times when a product fails, but I submit to you that when an engine
falls off a C-5 ont on the taxi line; something went wrong. Some test
somewhere didn’t finally held up in use. That can happen too.

Of course we have resources to be able to correct that type of situ-
ation. We can put it into onr 233 experimental program. We can pay
for it that way. There are various ways in which we can keep the pub-
lic from being taken by our own ineptness.

L areatly appreciate the flexibility the Congress has given us ad-
ministratively to be able to do that because a couple of years ago we
couldn’t.

Mr, St Germaix. I would like to.clear this up. In a 236 actually the
subsidy doesn’t go to the developer, does it, it goes to the tenant so to
speak ! Say you have 150 units irra complex.

Mr. Gurrence. The ultimate beneficiary is the tenant obviously.

Mr. St Germaiy. Let me understand this. This is important to us
who created this program. Are you telling me if a complex has 150
units and 120 are occupied, that the developer is being subsidized for
the 1507

Mr. Gurrenge, The form of a subsidy is reduction of the mortgage
amount from the present 7 percent maximum allowable down to 1 per-
cent, That differcnce computed on a monthly basis is supplied as a
check to the morfoagee.

Mr. St GermaiN, But‘when it is computed, it is computed on the
‘basis of full oceupancy ¢

Mr. Gurience. It is computed on the basis of full occupancy ob-
viously because that is the way the mortgage is written. But it is an
interest reduction applied to the mortgage and the check goes to the
mortgagee, the tenant gets the benefit of it by a lower rent which is
established.

Mr. St Germaiy. What T am trying to get at is the fact that the
Government does niet suffer as a result of low occupancy or less than
full eccupaney. o ¢

Mr. Gurreper. The Government will suffer because we are insuring
this project that it will be functional, that it will do the job, that it
eventually pays the lender back. If low oceupancy—and we are com-
puting 95 percent oecupancy as break even on 236’s—if occupancy falls
helow 95 and stays for an extended period of time, that project will




probably go into default and we will have it back on our hands. It will
be a project which will have a mortgage assigned to the Secretary and
eventually could go into foreclosure. To that extent the Government,
of course, calls upon the reserves of the FHA to make good the loss,

Mr. St Geryain. But the success as far as the developer is con-
cerned is; motivation for him to seek full occupancy, to do everything
possible ?

Mr. Gurrenee. He gains nothing if he doesn’t. He has lost a couple
of years of effort and everything else that went into it if it isn’t sue-
cessful. So he has that motivation.

Mr. St Germain. He has a tax benefit ?

Mr. Gurrenge. Only as long as he holds it. When He gives it back
to us he loses that,

Mr. St GerMAIN. The regional office concept I think we will get into
a little further, but wouldn’t you agree that the success of regionaliza-
tion is very closely affected by the competency of the personnel ad-
ministering the regional and area offices?

Mr. Gurrenee. Not only the competency but a clear understanding
of what they are supposed to be doing, and make sure they know how
to do what they are supposed to be doing. There are pretty competent
people that can have a lack of direction. We have found ause this
1S new, because this is a different role, there has been some difficulty in
trying to get clear the relationship—the understanding of what
the regional office is supposed to be doing—and get the proper blend
of skills into that office so it can do its job as envisioned in the written
material.

The Secretary has had two meetings recently with all regional
personnel involved in these types of positions. One was held in
Bethesda, Md., August 13 and 14, followed by Kansas City for the
western regions, August 16 and 17. That was one of the principal
topics of discussion there, and instructions concernin relationships
which exist between the regional office and the central office and be-
tween the regional office and the field office. We know we have got a
better job to do than we have done of seeing that the regional office
pafisonnel are thoroughly trained to do their job and understand how
to doit.

The concept of what the regional office is sulﬁosed to be doing is
one which is principally related to auditine. ey are not policy-
making, and they don’t approve projects. So they are not on the
firing line for approving projects, and they don’t develop policy. So
what do they do? They seé that the policies developed in “J;shington
are properly implemented at the end of the line. It is a subdivision
then of the central office into 10 regional offices, giving them super-
visory responsibilities and ‘auditing responsibilities: Some of t em
didn’t realize that is really what they are out there for and gre doing
some other things instead, and we hope we are straightening that out.

Mr. St GermAt~. How long is this going to be new, Mr, Secretary?
A year ago I asked this question and it was new.

Mr! Gurrenae. Of course, it was beginning a year ago. I would say
it will be new until about a year from now, because three of the
regions, the Philadelphia, Chicago, and Atlanta regions, which inei-
dentally take up a very significant part of our total housing produe-




tion, were just reconstituted as of September 30, which is 11 or 12
days ago now, as regional offices functioning this way. It is going to
take them about a year to find out how to operate.

The seven other regions, we think, are pretty much in shape now to
run the way they should.

Mr. St Germaixn. I am sure you are looking closely at this because
there may be a day in the future where you will be back in the con-
struction business, and you will want some real efficient regional offices.

Mr. Gureenge. I have a lot of motivation, Mr, St Germain. I want to
make it-work right.

Mr. MonacaN. Not within a year anyhow.

Mr. Collins.

Mr. Corrins. Thank you, Mr. Chairman.

Mr. Secretary, I would like to call your attention to the first page
of (four presentation where you state that other tools are section 115
and section 312 for assistance for financing residential rehabilitation.
I would like for you to give me your administration’s intent for sec-
tions 115 and 312 as it relates to loans and grants,

Mr. Gurreoee. Mr. Collins, I mentioned those but I don’t administer
those programs. Mr. Norman Watson, Assistant Secrétary for Hous-
ing Management administers those programs. We had an internal
shift. T have to have a score card to keep up with the players too.

Assistant Secretary Floyd Hyde now has that. Mr. Watson did have
it but a few months ago it was transferred to Hyde, Assistant Secre-
tary for Community Development. I will be glad to take whatever
questions you have and submit the answers to you back for the record.
I think it would be more appropriate if the man responsible for the
program would be supplying the answers to you.

r. Courns. Does FHA play a part in the processing and approval
of the loans and grants?

Mr. Gurrenge. No, sir. Those are not insured, they are loans and/or
grants, We could process, they tell me, the 312 but not necessarily so.

Mr. Covrins, Part of the procedure in Chicago is FHA does approve
in the processing of the grants and loans. Seeing that Mr. Floyd Hyde
isn’t here, perhaps this could be of some help to the citizens of the city
of Chicago in pointing out some of the inadequacy about 312 and 115
programs.

First, I would like for you to recommend to Mr. Hyde a study be
made, a review, as to the feasibility of a homeowner receiving a grant
ora loan in the Lawndale area of the city of Chicago. We find in this
particular area because of low income families buying homes in such
a peculiar way, of contract buying, with- their low downpayment they
don’t qualify for a grant or a loan under present guidelines.

So I would assume that the 235 and, 236 are being implemented,
that the resident homeowners would be given assistance through these
programs, but being that they are not qualified for the grants and
loans the communities are deteriorating. 5

Mr. Gurrenee. I would be very happy to see that Mr, Hyde is aware
of that request and: I.am sure he can. submit. for the. record an ev.al_u-
ation of that particular area along with an explanation of the philos-
ophy behind the program.which you first asked for..

LE'. Coruins; And what changes could be made tailored to fit the
need ‘of the low income ¢bmmunity. This would be vitally important.

£69-323—T71——6
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Mr. Gurrepce. I am sure he could be able to malke suggestions to you.
As to whether or not he feels we have administrative flexibility to make
changes or whether statutory changes have to be made first, he can be
responsive to that question also. '

Mr. Corrins. I was reading an article in Business Week Magazine,
October 2 issue. There was a report there of a barrage of criticism from
the home builders and civil rights group over proposed guidelines for
subsidized housing. The question 1s whether subsidized housing will
b‘e .})lll'lt in ghetto areas or &jprinkler] out, into the suburbs, and the
eivil rights leaders are accusing HUD of copping out by not issuing
diIII{ECt guidelines from Washington to the regional offices and area
offices.

Could you give me the benefit of your knowledge?

Mr. Gureence. I did not read the Business Week article. I as-
sume they were talking in terms of the c¢riticism which arose as a con-
sequence of the first publication of the Project Selection Criteria which
took place in July. A public comment period of 30 days was allowed.
We got lots of comment. We have had some 70-odd different organiza-
tions who commented. Many of them are civil rights organizations.

As a result of those comments, our revised Project Selection Cri-
teria were put in the Federal Register for comment October 2 or 3, last
Saturday, and therefore November 2 or 3 will be when the 30-day
period will run out on the ecomments.

Those revised Project Selection Criteria T think walk a tight rope
between the question of whether or not you are going te take a limited
amount of subsidy dollars in any particular year and are going to put
more of it in the suburbs or more in the céntral city. We have eivil
rights advocates, all well intentioned, who differ. Some think we should
put more in one and some more in the other.

The original criteria tended to discriminate against’any ¢entral
city, threw it all to the suburbs by greater weight of criteria. The
present eriteria do make it possible to build sofne housing in central
city provided we are not overly impacting any particular ‘avea.

T refer to this as'a tight rope. It is a tight rope not only because
of a difference of opinion between the significant speakers but the courts
are taking a hard Took at the'problem. T have my own personal con-
cerns as an administrator as to whether or not the courts will so box us:.
in with their decisions we will niot be able to provide housing in most
of the eentral ¢ity areas. ) g

T admit T find a Jot of personal questions raised by Judge Austin’s
decision in the Gautréaux case on appeal in Chicago a few weeks ago
in which he held the Secretary of HUD was accountable for making
certain when you funded a project you were not adding to any racial
discrimination. As a consequence it has been said, ipso_facto, if the
housing is being created in an already racially impacted area to add
more housing there is on the face of it racially discriminatory. I sub-
mit to you, how are you going into a Harlem or South Chicago and
provide more heusing under that type of guideline? I think the Con-
gress may have to step in and modify the law somewhat if we are
going to get any housing there. 1
” Qur general counsel has not told me yet we can’t approve housing
there, but I am trying to look ahead a little and I see grave problems.
We try to address ourselves to these problems in the best way we know
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how in the revised Project Selection Criteria. They have not been fully
implemented yet and therefore we haven't been hauled into court on
them yet. I don’t know how the courts would decide about what we
are dommg, whether it is good, bad, or indifferent.

1 say we are moving into an arvea where administrators are going
to have a tough job defending the finaneing of any housing in central
city areas that are racially impacted. Of conrse big sections of those
eities are.

Mr. Corrins. Is there a program' for eongested areas to reduce the
density and spread people out? Do you have such a program ¢

Mr. GurLepce. Yes, You can refer in my testimony where I said in
1969 further modifications to those 11 points were made. They were
made by me. As soon as I took this office T went around the country
between October 2, 1969 and December 15 and visited in every region,
called in every insuring office director and every regional administrator
and his key staff and told them they were to seek as a prime objec-
tive increasing locational choices for low income families, and they
were-to use as a prime objective avoiding further concentration of sub-
sidized housing where they had previously been putting it. They have
done a pretty good job of that. We submitted to the Civil Rights Com-
mission a few months ago when the Secretary appeared before them
some illustrative maps 1 have asked the offices to keep and submit to
me every 6 months showing their progress in achieving improved loca-
tion choices for low income families, and they are doing a pretty good
job of it. Each 6 months it shows a much better picture of wider distri-
bution of this housing.

I think we have a very affirmative program which addresses itself
to the problem of reducing impaction. '

Mr. Corrins. I am glad to hear that.

Mr. Gurrence. Let me caution you one thing about it, Mr. Collins.
The fact that the housing opportunity is provided there and the fact
it is open to everybody doesn’t necessarily mean that the central city
residenits want to move there. Te may not want to move there because
he doesn’t know it is there. So we are implementing an affirmative
marketing program requirinig where there is a minority media and
where the sponsor uses media advertising he must also use minority
‘media advertising to make' certain that people know the opportunity
for the housing is there.

We are also informing every organization who wants to get on our
mailing list at the area office level they can get on the mailing list,
and we will give them a bulletin each month telling them the new
projects which are bein% approved and they can distribute it to what-
ever constituency they have. We are making a solid effort to try to
make certain that the central city resident knows there is a 236 pro ject
going up 5 miles out here and 1f he wants to move out there, he has
as good a chance as anybody.

Mr. Corurns. Has that directive been given to the regional office in
‘Chicago?

Mr. Gurreoce. The affirmative marketing is also submitted to the
Federal Register for its final comment, anﬁ that comment period is
November 3. I think they both come out the same day.

Mr. Coruins. It was issued on the third of October?
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My, Gorrenee, The second of October it was submitted to the Fed-
eral Register for final comment for 30 days. So somewhere around
the first or second of November that period is up, at which time the
Secretary I am certain will be able to put it out as a regulation and
then the Chicago office will have it as binding procedure.

Mr. Corins. Who would I request this information from if T want
acopy of it ? g

Mr. Gurrepee. Assistant Secretary Samuel Simmons.

Mr. Mo~agaN. Furnish Mr. Collins a copy.

Mr. Gurreper. I will be delighted to do that. :

Mr. Coruins. My last question. Do you think the Judge Austin de-
cision would hamper you in the implementation of this program ?

Mr. GurrenGe. The one I have just described ?

Mr. Corrins. Yes, ]

Mr. Gurrenge. No, sir, not that, The affirmative marketin o program
and the program of increasing locational choices are not hindered by
Judge Austin. Judge Austin’s decision hinders us in our ability to
respond to the needg of central city residents for subsidized housing
newly built.

Mr. Covrins. My interpretation of Judge Austin’s decision is that
he clearly states for every three houses built in an all-white commu-
nity—this is in public housing—that one would be built in an all-black
community.

Mr. Gurrenge. I was not commenting on that. It was J udge Duffy’s
decision, not Judge Austin’s. I don’t have any problem with Judge:
Austin’s decision. It is Judge Duffy’s decision that gives me concern.

Mr, Corrins. No further questions,

Mr. Mo~Nacan. Mr. Brown.

Mr. Brown. I happened to see the headlines in the Detroit News
)yesterday, something to the effect that HUD is to have or has 4,200
1omes on its hands. Do you know what they are talking about?

Mr. GurLenee. Yes, sir, Detroit will probably move to the top of
our hit parade. We have a few offices around the country wherein
homes which are in our possession have been increasing. I think De-
troit is probably the leader at the present time.

There are a number of reasons for it. The economy is only one of
them I would say. I think a significant portion of it may deal with
the criteria that the offices were operating under in the 1967-68 era
when they took a very loose attitude about credit, a very loose atti-
tude about the physical condition of the house they put people into.
We had a very vigorous effort by that office to try to put ADC moth-
ers Into home-ownership situations. Compounding all of those was
an off-and-on economy which Detroit tends to. have. Some people
weather it just fine because they have resources. A family without
resources doesn’t, It is a combination of all of these things.

We have an awful lot of houses that have come back on onr hands
and are coming back. Tt is a very tough situation because it gets down
to the heart of this business of can you really use these programs as
they are presently constituted to rebuild the inner city, because if the
mner city block starts to slide and people start moving out and: vou
have abandonment, taking place, it doesn’t matter whether FHA “in-
sures 1t or not, we are going to get it back and all of ‘the houses are
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going to wind up back on the hands of some lender, or the owner if
they are paid for, We have whole areas that have this sort of thing.

Mr. Browx: Is that true in Detroit there are areas where this mov-
ing out is taking place?

Mr. GuiLenge. Yes, you have areas in Detroit and all major cities
where this is taking place. We have it right here in Washington, D.C.,
a_very substantial multifamily project. The whole thing is vacant,
abandoned, In St. Louis, at Pruitt Igoe we have the same problem.
~ Mr. Brown. In the course of my discussion of the problem of delay
in processing of applications for FHA, several things have been sug-
gested in my area. One is the possibility of a loan review committee
where some of the responsibility could be taken off your hands for
rocessing of loans, of applying for insurance. In other words possi-

ly a builder’sreview committee where basically local people would
participate in a kind of certification of the job being done by builders
and thus bring their local influence to bear on the situation that exists
so that some of the problem of a close scrutiny by you would be lessened.

~Then I would further ask, to what extent does a lender today par-
ticipate in the surveillance of a loan for construction on a project or
home?

Mr. Gurrepce. Let me address myself to your expressions more or
less in the order you raise them.

We are trying very vigorously to see if we can—I said we are going
to need a lot of administrative ingenuity to meet the demands upon
this Department with the relatively short amount of personnel we are
going to have.

Among the things we are doing right now—take the professions. In
architecture we haye had since January of 1970 a circular out which
says if an architect will certify that the plans and specifications he has
prepared meet the objectives of our minimum property standards, we
will accept his plans for processing without further review on our part.

We are having a tough time persuading architects that this is for
real and we mean it. But we have just had an experiment going in the
San Francisco area office in which we are making considerable prog-
ress in educating the professionals to do a better job and then certify
it. Frankly, we have been giving them a big crutch all these years.
They prepare a set. of plans that were reasonably gaod but, not con-
taining things they ought to have, on the assumption FHA will eatch
it. And FHA people have justified their jobs by making sure they
caught something. That little game has been played for years.

We are now in' San Francisco completely bypassing the architec-
tural review section for any set of plans that are certified by the
architect to'meet our minimum property standards.

In addition to that, we are working on a proposal which is not
ready: for implementation yet but which addresses itself to.the prob-
lem of being able to involve the mortgagee extensively in a final type
of eredit underwriting review. :

After all. if they are making final determinations on ~onventional
loans, what is so peculiar about an FHA loan that they can’t make
one there, too? (5 ¥ '

Furthermore. we have éxpanded ony use of fee personnel. We were
using just fee appraisers and fee-inspettors. We have now added fee
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mortgage credit examiners to our cadre of outside people to whom we
can pay a fee for rendering a service. All of these addpress themselves:
to the problem of how you can do-a substantial amount of business
with a reduced level of employees.

: 1![;‘ Browx. What abont retention by the lender of a portion of the
risk ?

Mr. Gurrepge. I don’t know whether an administrator can do that
or not. We do it in title I. The lender assumes 10 percent of the risk
and we take 90 percent. It’s a very high volume program which is
handled with a very low amount of staff, and it’s the most profitable
part of our insurance business.

Mr. Brown. That is the very thing I have reference to. If it works
so well there, why couldn’t it be applied to others? If the lender had
a portion of the risk, maybe some of the bad projects you get wouldn’t
be coming through.

Mr. Gurrenge. I don’t know whether it would take a legislative
amendment or not. It would require legislation, Mr. Brown. It could
originate in your committee. But we are, if I can use the word, tighten-
ing the screws somewhat on the lenders. I have told the lenders:

You have been getting off too easy and you have got to do a better job or we
are going to supervise you better to make sure you do a better job.

Frankly, there has been a loose attitude within the whole organiza-
tion for several years now. As we come up to each one of them and we
discover where it is, we tighten up on it. I think we have our ap-
praisals, we got our cost estimating, and we are getting our inspee-
tion and moving in on the lender arrangement and so forth. I think
we are going to get there.

Mr. Brows. Thank you very much, Mr. Secretary. It’s very fine
testimony.

Mr. MoNacaN. Mr. Fascell?

Mr. Fascert. Mr. Chairman, let me just add to what Mr. Brown
said. Mr. Secretary, you have been a very excellent witness, a very
responsive one.

Mr. Gurrenee. Thank you.

Mr. Fascerr. I am sure we all appreciate it.

Is mixed occupancy on the 236 possible ?

Mr. GULLEDGE. W[‘lrat do you call mixed occupancy ?

Mr. Brow~. Subsidized and unsubsidized.

Mr. GurLenge. Yes, sure. In a 236 we establish what is known as
market rent, which ig what the rent would be at, 7 percent. Then you
have a basic rent as to what the rent is to be with a mortgage at 1
percent. Every occupant must pay at least 25 percent of his income.
If he exceeds the basic rent, then the difference above basic rent is re-
funded back to the Government. You can have 25 percent of your in-
come exceed market rent. You don’t pay any more than market rent,
however.

Mr. Fascerr. Is that decision choice up to the sponsor?

Mr. Gurrenee. No, sir. Tt’ really up to the tenant. what kind of a
tenant decides to live there. The tenant must pay at least 25 percent of
his income up to the market rent. T would say, as a matter of practice,
it doesn’t happen very often. We do find that the general practice of
236 is that most of the people who are in there are receiving pretty
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elose to maximum subsidy. About 97 percent of maximum is what we
are finding as the national average.

Mr. Fascern. Administrative procedure with respect to complaints,
most of that is handled administratively, is it not, in what I would
call a nonadversary or nonformal manner. Is that right?

Mr. Guniepge. That is right.

Mr. Fascern. Are there cases that led to either a penalty, fine, or
?‘)rfeigure that would require some kind of forma} proceeding in

HA

Mr. Gurrenge. I don't know of any. We don't have formal hearings.
We don’t have a procedure for formal hearings.

Mr. Fascernr. Most of it is agency action rather than a formal pro-
cedure?

Mr. GurLence. Yes. I would like to reemphasize what T said earlier,
that certainly it's.our intention to see that everybody is treated fairly.
We do have the administrative tools to do that now. As individual
cases are brought to our attention, we will see that they are.

_Mr, Fascent. How do you relate your public housing allocations
with your other allocations?

Mr. Guraence. First of all, we have a specific clientele to serve in
public housing. They are identifiable by income levels in any commu-
nity, Therefore, they are specifically identified in this statistical rank
that we build up, so that we know how many public housing eligibles
there are to be served along with how many 235 and 236 prospects
there are, which have to be combined. You never know which—the
income level is exactly the same. You don’t know whether they are
going to live in a 236 or buy. You examine all these criteria, and then
the public housing estimate is folded into the total number of units
which any given office, such as the Coral Gables office, has to distribute.
It becomes part of it, the total.

Mr. Fascegrr. Where is the national decision made? Do you make
the national decision on the allocations? Is it in' your office ¢ '

Mr. Gurrepee. On any individual project ?

Mr. Fascern. I mean nationwide.

Mr. Gurrenee. Nationwide we decide how much money goes to each
regional office.

Mr. Fasceri. When you say “we,” is that your office ?

Mr. Gurence. That is our office.

Mr. Fascern. You don’t have public housing jurisdiction, do you?

Mr. Gurrence. Yes, I do. I have jurisdiction over all public housing
production, yes, sir.

Mr. FasceLr. I am troubled by this recertification program in public
housing that has been going on for the last year. Just a specific to
illustrate the problem that I am trying to get to.

Mr. Gurtepce. What is the recertification, Mr. Congressman? We
don’t know what that means.

Mr. Fascerr. As I understand it, all public housing projects, even
those that were practically ready for construction, were required to
be submitted for recertification nationwide.

Mr. Gouriepee. It wasn’t last year. It was last month. For all the
applications that were on hand waiting for fiscal 1972 funding, be-
cause all the fiscal 1971 authorization had been exhausted before fiscal




84

1971 was over, it was determined that the Project Selection Criteria
were equally applicable to them. A very important element of the
Project Selection Criteria is the location, The general approach of a
public housing authority was to make application for funds without
revealing the location where they intendeg to use those funds. So the
vast bulk of the applications in our office is with no indication of
where they were going to go, except they were going to go to the Miami
Housing Authority, but no location in Miami, We had to send those
applications which were in that stage back to the housing authority
for them to tell us where they planned to put this housing so we could
evaluate it.

That is' what happened. We felt the housing authority was in a
better position to maﬁz their own case, to make their application look
as good as they could, rather than we try to guess on it,

Mr. Fascern. I am confused by some of the testimony T had heard
the other day, both from State officials and local officials, with respect
to the allocation of public housing units in Florida, for example. For
example, again in Dade County, the statement was made that there
were 2,000 units ready to go, in other words, they were practically
ready to break ground and they were required to resubmit their ap-
plications for reapproval—which they did. Tt took a year to get that
reapproval. They finally got it, but by the time they got it there was a
reallocation of units for public housing statewide—evidently nation-
wide, I don’t know.

Instead of the 2,000 units being available for Dade County, on which
they were ready to start breaking ground, the allocation for the whole
State of Florida was reduced to 2,000 units and they can’t even pro-
ceed with the ones they have in Dade County except on a pro rata or
fair adjusted basis, or whatever it is.

Mr. Gurrenge. Our total pipeline applications for public housing
was five times the amount of money we had available in fiseal 1979,
Obviously there has to be a reduction of applicdtions.

Mr. Fascerr. But these were already approved. That is the thing
that threw me off.

Mr. Gorrepes, Approved is a term which is a relative thing. All the
applications had some type of approval of them. If they were funded,
0})‘-'ionsly they weonld go right ahead—that is a contract which we
don’t break. But if the approval merely said—which generally is the
type of approval you have—“Yes, we agree with you. You need 2,000
units,” that approval doesn’t mean, “And we will fund them.”

Mr. Fascerr. T see. So that is probably what happened in that case.

Mr. Gurrenae, That is probably what happened. :

Mr. Fascerr. Thank you. '

Mr, Mowagan. Thank you. I'have a few questions. T think the hest
thing would be to come back tomorrow morning, if you wotld he kind
enough to do that.

Mr. Gorrepee. T would be glad to. nid

Mr. Monacan. - We will recess until 10 0'clock tomorrow nmorning.

Mr. Fascrrr. Thank you, Mr. Chairmat. y e i

(Whereupon, the subcommittee reeessed; to reconvene at 10 a.m.,
Thnrsﬂa}'.()(-[nber 14,1971.) ' BESS
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House oF REPRESENTATIVES,
Legan AND MONETARY AFFAIRS SUBCOMMITTEE
ofF THE ComMITTEE ON (GOVERNMENT ()PERATIONS,
Washington, D.C.

The subcommittee met, pursuant to recess, at 10:05 a.m., in room
2247, Rayburn House Office Building, Hon. John S. Monagan (chair-
man of the subcommittee) presiding.

Present : Representatives John S. Monagan, Dante B. Faseell, Garry
Brown, and Charles Thone.

Staff present: Richard L. Still, staff director; Charles A. Intriago,
counsel ; Jeremiah S. Buckley, counsel; William €. Lynch, investi-
gator; Frances M. Turk, clerk; Jane Cameron, assistant clerk: and
J. P. Carlson, minority ecounsel, Committee on Government
Operations.

Mr. Moxagan. The hearing will please come to order.

Mr. Gulledge, I would like to run through your statement for a few
questions that I have.

STATEMENT OF EUGENE A. GULLEDGE, ASSISTANT SECRETARY
FOR HOUSING PRODUCTION AND MORTGAGE CREDIT, AND FHA
COMMISSIONER; ACCOMPANIED BY MORTON BARUCH, DIREC-
TOR, SUBSIDIZED MORTGAGE INSURANCE DIVISION; VIOLA
CAREY, DIRECTOR, BUDGET  DIVISION; ALLAN THORNTON, DI-
RECTOR, ECONOMIC AND MARKET ANALYSIS; AND DAVID
DEWILDE, ASSOCIATE GENERAL COUNSEL—Resumed

Myr. Guriencr. Yes, sir.

Mr. Mo~acan. First of all, you speak about the 10-year objective
of the 1968 Housing and Urban Development Act of eliminating the
need for a family, as you have amended it: to live in substandard
hous]ing throughout the United States. Is that a realistic goal, do you
think? ;

Mr. Gurrence. I think that 6 million units of substandard housing,
which was the best figure available in 1968, are reasonably correct.
I don’t think we quarrel with the fact that there were approximately
6, million units of substandard housing: I expressed this just exactly
this way because that is really the net effect, of the Congress saying,

i(85)
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“So let’s build 6 million units and subsidize them.” The assumption
was made that the people who live in substandard housing do so be-
cause they can’t afford standard housing. Therefore, if we create
standard housing, give them a subsidy so they can live in it, they won’t
have to live in substandard housing. That is a reasonable assumption
for those people. The housing goal does not in any way address itself
to the question of how many families in this country need a subsidy in
order to live in standard housing. That is not contained in the housing
goals coneept. L A

Mr. Moxacax. That is, of course, an important element in determin-
ing whether or not it is realistic.

Mr. Gurrenee. Well, T think it is realistic in that 6 million substand-
ard units need not necessarily be lived in by people who previously had
had to live in a substandard unit because they couldn’t afford other
housing. That goal could be met. I have a very dim view that the
vast numbers of substandard living units which exist in rural and small
communities are actually going to be vacated by the occupants. T don’t
think that at all. I think that what we are really windingup with is we
will have a very large number of substandard living units occupied by
people in this country when the 6 million units of subsidized have been
built. What has happened is that a great many families who needed
subsidy and who qualified because of the statutory limits which are
put on here will simply be living in subsidized standard units, but
they did not all come from substandard units. We have no require-
ment that they have to come from a substandard unit in order to have
their income or their living expenses subsidized.

Mr. Moxagan. The total 10-year goal is 25 million ?

Mr. GurLepe. 26 million in 10 years, of which 20 million was sup-
posed to be unsubsidized and 6 million subsidized.

Mr. Moxaca~. Do you think that that goal is a realistic goal, too?

Mr. GurLence. If you think of realism in terms of achievable ; the
Answer is yes.

Mr. MoNacaxn. Yes, taking into account the availability of the te-
sources and the allocation of the resources that would be necessary,
both public and private, to achieve this.

Mr. GurLenGe. Yes, sir. I made a statement yesterday, which was
that the 1972 budget which has now been implemented by passage of
the Appropriations Act, contains within it subsidized housing pro-
duction goals of, in rounded terms, 600,000 by HUD, 100,000 by
Farmers Home Administration; 700,000 units. That level is per-
fectly achievable. That level carried through each of the succeeding
vears of the goals’ decade added to the previous production will sive
us the 6 million so we don’t have to increase a bit above what we
have projected in the 1972 budget in order to wind up with the 6 mil-
Tion at the end of the goals’ decade. The private sector, the unsub-
sidized, has also been able to pnll up its production to such a 1972
anticipated rate that with a modest increase, perhaps a 10- or 15-
percent increase in the next year or two, that the 20 million of unsub-
sidized would also be reached. This really begs the next question which
is. “Well, is 26 million enough?” In my own private opinion, which
is not departmental, it is not enough.

Mr. Mo~acan. You also spoke of the need for a yardstick for deter-
mining what the actual allocation should be. Now, yon referred to all
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elderly individuals. Does that mean elderly individuals without re-
gard ‘to need or without regard to eligibility? There are elderly
millionaires of course.

~ M. Gurrence. No, sir; the term “elderly individuals” is subdivided
by income groups and also by types of housing which they occupy,
owners and tenants, elderly below certain income levels, and so forth,
so we do subdivide that elderly classification that way.

Mr. Moxacax. You also referred to housing deterioration. It does
seem to me that you have hit upon a very significant element because
regardless of the rate of production if you had deterioration and
nnits going out of housing use at the same time you could end up
beingbehind the game.

Mr. Guruenee. Surely. We think that the rate of deterioration is
accelerating rather than decreasing. The net consequence i$ that if
deterioration is allowed to go for a while, it ‘becomes substandard
housing, so we know that we have a tremendous meblem there that
we haven’t really got a handle on how to lick yet. The whole question
of rehabilitation of housing—I referred to it yesterday in connection
with Mr. Brown’s comment about the 4,200 houses which the Secre-
tary now has title to in Detroit—this is really the problem of housing
in the central cities and what are you going to do about it. Let me first
say we don’t have the answer. '

Mr. Moxacan. Is it true, too, at the same time that our standards of
judging deterioration are rising ?

Mr. Gurrepce. I think, if anything, they may be sliding, Mr.
Chairman.

Mr. Moxacan. May be what ? :

Mr. Gurievce. May be sliding, the ways in which we classify
whether or not a house is substandard, deteriorating, and so forth, at
first one criterion and then another eliminated, and we are down to the
point now where substandard means it doesn’t have standard plumbing
in it. You know, that means five-piece bath with hot water. That’s
about the only classification which the Census Bureau has been using
in its 1970 census. In 1960 they had more classifications, and they are
doing a special review of the 1970 data using the 1960 method of de-
termining substandard units so we will have an apples and apples
comparison so we can tell whether we are kidding ourselves—are we
eliminating substandard units or not? The 1970 basic data originally
didn’t really satisfy us that we were talking about the same item.

Mr. Moxagax. When you talk about the portion of each year’s au-
thority that is set aside for 235 and 236 to carry out specific central
office programs, such as project rehab and operation breakthrough,
what does that amount to in percentages and in amounts?

Mr. Gurrence. For section 235 for fiscal 1972 we have under project
rehab $17 million. Under operation breakthrough it is $856,000; total
$17.856,000. Under the 236 project rehab is $10 million. Operation
breakthrough is $18,500,000; total of $28,500.000 of section 236. And
for military occupancy preference we have $3.8 million which essen-
tially will wind up 236.

Mr. Moxacan. When you gave Seattle as an example on page 8 un-
der No. 3 where production is “reaching the point of outstripping the
need for housing;” is that because of a reduction in the number of peo-
ple through moving out? What is the reason for the drop in need?
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Mr. Gorreper. | Seattle has been an area where there has been a very
large increase in unemployment. The Boeing Co., the major employer,
decreased something like 50,000 or 60,000 jobs in a period of 3 years.
Therefore, there has been some exodus of peaple away from Seattle,
leaving many units available: Boeing’s reversal was very quick and
without advance netice.The building business being a long leadtime
business, there were many, many projects that were under construction
anticipating the development of the SST by Boeing and a whole lot
of other things, just like that, it was turned around. The net result
was that projects were started that never would have been started if
it had been foreseen that they were going to have the economie condi-
tion they did. The net result is a somewhat overbuilt market, a market
that did not need new construetion; but because so many families
were now at a lower level of employment or family income markedly
decreased; they needed housing accommodations through the section
23 lease program. We haven’t built any new public housing of any con-
sequence in Seattle for 2 years. What we are doing is using the lease
program to lease existing housing and we are getting it fairly advan-
tageously because the price is right. There is a surplus on the market.

Mr., Moxaean. You refer also to Project Selection Criteria and the
provision for sound housing management, in the multi family projects.

Mr. GuLLenGe. Yes, sir.

Mr. Movacay. Obtaining a proper management is one of the really
difficult and critical problems, is it not ?

Mr. Gurrepee. Probably the most critical the Department is facing
from an administrative standpoint in the housing field simply because,
although there is an existing identifiable mortgage banking industry,
real estate industry, housing production industry, there is no such
housing management industry. The concept of professional manage-
ment of housing for low-income families in particular has simply not
been picked up by the private sector, There just isn’t such a large num-
ber of people out there that there are standards established for good
management—people coming into the field wanting to learn how to
manage, and so forth. So the Department is taking a number of steps
under Assistant Secretary Norman Watson, who has that respon-
sibility to set standards for management, to encourage the introduc-
tion of people into.the management field. We are concerned with tak-
ing a total Jook from a management standpoint at any project.
Management has ideas about. where the trash ought to be stored, where
the play yards ought to be, what materials ought to be incorporated in a
building to reduce maintenance—all these things, as well of course. as
what the relationship will be between owner-management and the
tenants themselves; so that everything before the project is occupied,
and of course everything after the project is occupied,. is a manage-
ment concern; and we are interested in approving projects that show
a strong capability of doing a good management job.

Mr.-MoxacaN. You spoke before of the situation that existed at the
time of the depression when so many properties were taken over by
the mortgagees. I remember that vividly. There did develop, howerver,
a rather broad management function in these properties of necessity
which appears to be lackin toda:{. _ ;

Mr. Gurienge, The HOLC did a real good: job, bailed everybody
out, and that. management cadre simply got absorbed elsewhere.
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Mr. Moxagan. In the core city or the ghetto where a great deal of
this housing is located you have problems that are totally unrelated to
the simple collection og rents or performance of normal management
functions.

Mr. Gurrepge. It is sometimes felt that it is only the family without
background who is trying to buy a house that has a management prob-
lem. That is not true. The family who hasn’t learned how to live with
other large groups of people in rather confined quarters also needs
counseling, needs a management that is sensitive to the social issues
involved, and so forth. We have had some rather outstanding exam-
ples of private sector organizations which are moving in an entirely
new direction in this way. One of them right here in Washington was
reported in the papers not too long ago where the manager just got
all the people together and said, “OK, you folks make the rules. I
am not going to make them. You tell me how many times a guy can
miss his rent before we tell him to move. You tell me how much noise
he can make before he shuts up or moves.” And the tenants make much
tougher rules than management would have dared to make. But it is
a new management concept to let the tenants set the rules.

Mr. Mo~aGan. Recently the Department of Justice in a release
stated that FHA frauds are a growing problem. That was in connec-
tion with an indictment in Philadelphia with which you undoubtedly
are familiar. Do you find this to be the case, that there are increasing
numbers?

Mr. GuLiepge. Yes, sir. These are matters of degree. The percentage
game or the numbers game can be misleading, either way. If you had
a dozen frauds and you get 2 dozen, that is a 100-percent increase—
but it is only 12 more. We have ¢lose to 8,000 employees out in the field.
With the type of circumstances we have been operating under, we find
that some of our own employees, of course, have been indieated, al-
though a very small number of them-—certainly considerably less than
one-half of 1 percent. Many of our frand opportunities are brandnew.
A person who has to certify that his income 1s only so much, and based
on that certifieation he can get a subsidy, is tempted to fraudulently
certify what his income is so he can get'his subsidy.

Prior to the latter part of 1969 we had no such velume opportunity.
Now we have ssevemf hundred - thousand opportunities out there and
235 purchasers, even 236 renters, fraudulently certify what their in-
come 1s. Also there are the usual other fraudulent certifications that
we sometimes get from mortgagees who will try to make a fast buck,
or realtors, or real estate agents, or appraisers, and our own employees.
We are doing a whole lot more business, and there is a whole lot more
opportunity. It is not always, however, the Department’s people who
are directly involved.

Mr. Monagaw. I didn’t mean to suggest that.

Mr. Gurrence. No, I know you didn’t. I get a weekly report from
our investigative unit of all complaints which are handled by them
and the nature of the complaint and the disposition. The vast, vast
number of complaints we get invelving fraud are on the part of the
publie. Of gourse, the Burean getsall of them.

Mi. MonacAN: Over the years in thenormal FHA mortgage/guaran-
tee program: you didnt hear much about fraud. In what area do you
find this fraudulent behavior concentrated ?
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Mpr. Gurienee. I would say it is principally in connection with either
our central city or subsidized. programs. In the suburban programs;so
alleged. 203(b), 207 rental, et cetera, you are dealing with a 'more
sophisticated market. There is less opportunity that the buyer or the
renter himself is going to be a party to a fraudulent act and there is
less reason for a fraudulent act to be perpetrated.

When you are dealing with the reasonably unsophisticated—we
might even say guiiible—central city residents who never had an op-
portunity before to have a decent house and someone promises them
a pie-in-the-sky type of thing and “Just sign here,” they do it and in
the act they may or may not know that they are certifying their in-
come falsely. Also, there is greater opportunity for chicanery on the
part of the appraisers. We have fee appraisers. We have to do a sub-
stantial amount of fee work because we do not have permanent staff
to do it and sometimes these are not as closely supervised as they need
to be. They sometimes develop patterns of taking bribes or committing
other illegal acts.

Mr. Moxacan. Do you think it is preferable to utilize your own
employees rather than rely upon fee appraisers?

Mr. Gurreoee. Well, you have somewhat better control bat T
wouldn’t want to try to make a case at this time that with fee ap-
praisers we have lots of problems and without them we would have
few problems. T just don't believe that. But we expect about 275,000
fee actions this year. Now, with 275.000 fee actions you have an swful
lot of opportunity for somebody who might not think he is going to
be checked up on to do something wrong.

Mr. MoNagaN. Are you sayinﬁethat you would like to have more
appraisers and that you haven’t been able to get them? That is really
what T am asking.

Mr. Gurrepce. We certainly need more permanent staff, obviously.
The traditional role of the use of fee actions by FHA has been to
counterbalance the cyclical off-again, on-again nature of the housing
industry. When we have a great increase of business come into the
office to be handled, we do not get a commensurate inerease of perma-
nent personnel to handle it. We take care of the overload through the
fee. In recent years the overload has been permanent, so we really have
not been able to generate enough permanent personnel to markedly
decrease the number of fee actions we have had in the past several
years, There is just a perpetual shortage of field personnel.

Mr. Moxaean. Mr. Gulledge, you indicated that it was unrealistic
to have statutory limitations on the amounts available. I assume you
are referring to the 235 program.

Mr. Gurrence. Yes, sir; mortgage amounts under 235.

Mr. Mo~nacan. Would you just for the record expand a little bit on
the reasons for this?

Mr. Gurrence. Well, T think it is part of the legislative process in
which in all good conscience a committee holds hearings and data is
presented and they reach a decision that $22,000 or $18,000 or any
other figure represents what it, costs at that time to be able to produce
good housing. Yet by the time that becomes law the chances are the
cost of housing has gone up 8 or 4 percent because it has been aver-
aging 6 or 8 percent increase a year; so the dollar figure becomes a
little obsolete by the time it is enacted. '
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Now, when several years go by without any subsequent legislative
action, then very rapidly the mortgage limit becomes obsolete. Be-
cause costs have been rising 8 percent or so a year, with 2 years that
is 16 pereent off base. Because the limitation is'a national average, the
areas which are closest to the ceiling to start with are the first to be
cut off, and that is generally, as I said, the Northeast and the north-
central parts of the country. You can still build a pretty decent house
in the South and Southeast and Southwest for $21,000. You can’t build
anything in many paxts of New. England and the mid-Central States
with that. 3

So we do need administrative flexibility to be able to simply deter-
mine on a periodic basis what it does cost to produce decent housing in
a given geographic area.

Mr. Moxagan. Is it so that at the present time if a builder is in-
terested in getting a commitment under the 235 program instead of
having a firm commitment you have a priority registration?

~Mr. Gurrence, Well, the terminology gets a little confusing some-
times even to me, and I know it is to others. T will try to set it out.
There are times, for instance, March, April, May, June of this past
calendar year, toward the last of the fiscal year of 1971, we were out
of contract authority. We didn’t have any more authorization to
commit. . !

Now, a form was developed called a priority registration for a 235
commitment, which simply says that it is sort of an IOU, a promissory
note, if you will, with a condition on it, in which the Office says:

If you want to keep on building houses for a 235 market I can't give you the
funds because I don’t have any, but there will be authorization in the next fiseal
year. I will give you a priority assurance. This is the note, the 10U, I will give
you a note that says when I gef the authorization I will pay off. You can come
in then and get the contract authority for your 235 commitment.

It is an administrative device which we have implemented in order
to be able to get the funding cycle closer to the building cycle in this
country.

Mr. Moxagan. It could cause some spurts based on the fiscal year,
could it not; if you had a backlog of commitments ¢

Mr. Gurrenge. We don’t put out very much of that,

Mr. Monagan. Is there any limit on it?

Mr. Gurrepge. Oh,sure. We only allow about 2 months of the fiscal
year authorization to be put out that way, so we are not really heavily
committing the next fiscal year. It is a calculated risk. It is conceivable
the Congress would provide no contract authorization for the pro-
gram, but that is the risk the builder takes. We tell him very clearly,
“If we get some authorization, then we will honor this.” If he wants
to go ahead, fine. If he doesn’t, of course there is nothing that says he
has to.

Mr, Mowagan. In Flint, Mich., there was an unfortunate situation,
where, as I understand it, a large amount of housing was concentrated
in one are.

Mr. GurrLepGe. Yes, sir; Beecher Township.

Mr. Moxacan. Would you just tell us a little bit about that
situation ?

Mr. GurLence. It seems that west of Flint, Mich.—about 7 or 8
miles, I think it is—there is a township called Beecher Township. It
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was a township which happened to have sewer and water available
to it. The land being that far out, it wasn’t that expensive. It is pretty
difficult to be building 235 houses for the mortgage limits that were
applicable in central city areas or nearby suburban areas; so builders
came In with proposals to build houses in that location. The Director
went ahead and kept authorizing them.

Looking back at it, it is quite obvious there were inadequate con-
trols, poor supervision on t]he total amount of housing going into
the area. The net effect was an excessive concentration of houses with
235 eligibility in that particular area. That area is not all that small,
however. As T recall, 1t is something like, oh, 3 miles by 5 miles or
some 15 square miles, and we put about 750 units in it. Some people
would say, “Well, that is a very, very low density,” but within that en-
tire area there were pockets or, say, whole blocks of nothing but 235
houses. And I frankly think, Mr. Chairman, that that wasn’t g0 much
the problem by itself as the fact that the office simply didn’t follow
some other instructions, and took a very poor attitude toward making
certain that the housing was attractive.

I haven't heard anybody particularly complain that there was
shoddy construction but there was certainly shoddy design because
they simply allowed one design to be endlessly repeated, and that is
not in accordance with our instructions, either.

So I will say this about the Flint office. The Flint office is not a full
insuring office; it is what we call a servicing office. It operates out of
the Detroit office’s supervision. We are taking steps to increase the
Detroit office supervision and to make sure that the personnel there
thoroughly understand those portions of our instructions which they
seemed to be either disregarding or ignorant of previously.

Mr. MoxaGan. What is the situation now with reference to these
750 units?

Mr. Gurrepee. I frankly haven’t heard anything about it. Represent-
atives of the Department met with various people of the community.
I know the superintendent of schools in the area was quite concerned.
The Department has attempted, T think through its community fa-
cilities program, to provide such assistance to the overly impacted
area as is within the Department’s resources and so far as I know
a reasonably amicable solution to the problem was worked out. At
least, I have not heard anything in the past few months.

Mr. MoxaGaN. Were there any units taken over'by the Department ?

Mr. Gourrence. No, sir. The people living in them weren’t dissatis-
fied. The community in which they were located was dissatisfied. They
said, “You are overcrowding our schools. You are doing all this other
sort of thing,” and an effort was made to try to work out something
which would resolve the principal problems of the eommunity.

Mr. MoxacaN. Do you think that steps have been taken since that
time to prevent a recurrence of a situation such as this for the reasons
that you have mentioned ?

Mr. Gurrenge. I have every reason to believe that our new project
selection criteria, which very definitely have very strong components,
bear on that exact same problem. They would not allow a 235 sub-
division containing a substantial number of units to be approved in
a given location if the approval of that subdivision meant that that
particular section of town would become characterized as being 4 sub-
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sidized housing part of town. “That is where the subsidized housing
is, over there.” So any subdivision which would tend to create that
net effect would simply be disapproved under our project selection
criteria. As I said yesterday, the project selection criteria do document
now the reasons for many decisions which previously were never docu-
mented. We never had any record of why somebody did this, but I
think we now have administrative tools that will help to substantially
eliminate the possibility of that happening again.

Mr. Moxacan. Mr. Gulledge, from the point of view of the com-
mittee in examining HUD programs and also the housing problem
as a whole, it is important to know what portion of housing produc-
tion is subsidized and what is unsubsidized and what the relationship
is between the two; whether or not it changes and how it changes. Can
you give a definition of subsidized and unsubsidized, or at least sub-
sidized housing, and state the proportion involved?

Mr. GurrenGe. Yes, sir. Subsidized is any housing which has a
Federal subsidy attached to it. It can be in the Farmers Home Ad-
ministration where the interest rate is arbitrarily fixed at less than
market. It can be in FIUD, where under the public housing program
the Treasury amortizes the principal and interest of bonds whose pro-
ceeds are used to pay for the housing. Under the 235 program 1t is
a matter of supplementing the inferest rate down to as low as 1 per-
cent: the same thing on 236. The rent supplement program has a
subsidy which reduces the rent of the person. All of these things are
direct appropriatons out of the Treasury to make up the subsidy and
collectively are called subsidized housing.

The traditional insured 203 (b). single-family detached house is not
considered to be a subsidized house. The principal role there is that
the FHA is an insurance company, sells an insurance policy. The bor-
rower pays an annual premium on the policy, the premium more than
covers the cost of the policy, and actually the FHA reserves are in
very good shape at the present time. There is no subsidy involved
there.

Mr. Moxacay. Is there any difference in the interest rate to the bor-
rower as a result of having this insurance?

Mr. GurLepce. Now, all of the insured programs have the same
maximum insurance rate, which currently is T percent. The interest
rate to the borrower in the Farmers Home Administration is some-
what less than 7 percent. Isit 3%

Mr. TrornToN. Different ones. They range from 3 up to 7.

Mr. Barvcn. About 5 percent now.

Mr. Gurience. They say it is about 5 percent now but apparently
it varies according to various criteria which the Farmers Home people
have which T am not totally familiar with. Of course, in the publie
housing program the bonds are tax-exempt local bonds, which are
simply guaranteed by the Federal Government, and their interest rate
is somewhere in the neighborhood of 614 percent and 61/ percent now.
The interest rates vary.

We have introduced the tandem plan within the past 2 months
(this goes back around the early part of August). Under the tandem
plan GNMA is now buying the traditional 203(b) (where the bor-
rower pays the full 7 percent on his mortgage) with a subsidy price
to the lender such that the number of points involved in the trans-
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action is reduced. It doesn’t reduce the points te zero. Five points
will have to be abgorbed by the seller of an existing property and four
points on a new property. The difference between either the four or five
points and the market rate, which today is about six and one-half
points, is a subsidy in that sense, so we have had a brandnew intro-
duction of a subsidy.

It gets rather indirect but I think you could therefore say to that
extent, then, nearly all FITA mortgages may be subsidized currently.
The tandem plan is not envisaged as a permanent thing. It is en-
visaged to be something which would be worked out of within a
reascnably short time.

Mr. Moxacan. Now, as to the proportion and the amounts?

Mr. Gurrence. I can give you some approximations for the cur-
rent year. You meant for the whole country, Mr. Chairman?

Mr. Moxacan. Yes.

Mr. Gurienge. As opposed to just the FHA business. Totally in
the country this year we will produce somewhere in the neighbor-
hood of 550,000 subsidized units. No; better call it about 640,000
because we have to get the Farmers Home in there, Totally in the
country there will be about 2 million units so somewhere in the
neighborhood of between 30 and 35 percent of total production in the
country will be subsidized this year. That is this calendar year.

Mr, Moxacan. And that proportion, of course, is on the uprise,
orisit?

Mr. Guirence. Really, it has leveled out. It rose last year. In the
last calendar year it ran 32 percent because the unsubsidized sector
was niot able to'pick up its production as rapidly. This year the un-
subsidized sector has been able to pick up its production and the
percentage of the total that'is subsidized therefore goes down slightly.

Mr. Mo~acan. Mr. Gulledge, there are situations in: which housing
projects are financed under FHA programs and then they are leased
by the owners to local authorities on a long-term basis. Is there any
feeling that the unusual security that by this arrangement accrues
to the owner should reduce some'of the benefits that the owner wauld
otherwise get on the assumption that he was going to be subjeet to
the normal risks of property ownership ¢

Mr. Gurrepce. Well, two aspéets of 'that. Oneris that the very
nature of the formula that a local housing authority must use in order
to determine the maximum amount of' rent. that it can pay restricts
the return on ‘his invested ‘equity which the normal investor would be
ahle to achieve, The public housing authority procééds on a forminla
of how much does it ‘cost to build this unit and how much would
it eost ‘the local housing authority to operate that unit with the
financing being done at approximately:a 6- or 61/ -percent rate instead
of the traditional 714 percent to 8 percent, with no local taxes heing
paid, except that there is about a 10 percent gross income paid for
taxes, so the property is tax-exempt to start with. The financing be-
hind that property is less than market to begin with, and because
the housing authority can’t produce housing at that price, then they
can’t pay any more than that for rent. Therefore, the private sector
has to be able to figcure out how to get land at less cost and build
acceptable housing at less cost and pay full lecal taxes and finance at
full market rates and still be able to charge a rent that meets what
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the local housing authority can pay. So the net result is that the
owner does have a reduced return on his investment.

Now, the other side of the coin is what happens when that lease
runs out. Under the FHA we have 40-year mortgages. Frankly,
this is of some concern to us, not enough not to be willing to take
the, chance, but looking down the road a housing authority at the
end of the lease can elect not to renew the lease. That is their
privilege. But the owner still has a project which has another 20
years to go on the mortgage. To whom will he rent it? The char-
acter for 20 years has been established, that of a public housing
project. I don’t care who the owner is. After all, the people who
lived in it were public housing tenants. If the public housing authority
takes its people out, then to whom will it be rented? I can’t find
many market renters that could be attracted into a former publie
housing location.

So you have several risks. The risk there is that at the end of
the line the owner is going to be faced with a project which may
or may not be something that he can rent, and it is a risk, of course,
we are taking too because we are insuring that the thing will be
feasible.

So those are the types of considerations and we have had lots
of internal discussion on whether or not we ought to have a manda-
tory requirement that because you are leasing to the Federal Gov-
ernment for an extended period of time there ought to be some
adjustments made. We feel that the adjustment really takes place
at the initial setting of the rent. At the end of the line the man
has a project. It is not paid for yet and he faces a possibility of
losing on the rent.

Mr. Moxagax. Mr. Gulledge, with F'NMA and the Home Loan
Bank Board taking a more active role in furnishing mortgages, is
there a change in the role of the FHA and do you envisage further
changes in this regard ?

Mr. Gurrepee. Well, since the principal role as conceived in the
original statute hasn’t been particilarly changed and the FHA is
an insurer of the lender that he won’t' lose money, and since neither
the FNMA. nor the Federal Home Loan Mortgage Corporation
are insurers that lenders won’t lose money but they are merely vehicles
for providing investment funds, their growth in no way, in'my opinion,
changes the role of the FHA. What they have done 1s simply make
it possible for FHA to be invelved in far more housing units that
are produced in this eountry beeduse they have been demonstrated
to be very capable of attracting substantial amounts of money into
the mortgage investment field.

Mr. Stict. One point there, Mr. Gulledge. Talking about the sea-
sonal aspect of FHA: in the past and having to rely upon heavy
fee appraisers, and so forth, isn’t it possible that the effect of FNMA
on the Home Leoan Bank Board ceuld possibly level out thi
on-again, off-again aspect of housing production ?

Mpr. Gurience. In theory that is right, and I think it was demon-
strated rather effectively last year. I can tell you a little bit of personal
history. I remember it pretty well because it happened the first week
I came on board. This was 2 years-ago this month, October 1969. There
was a general Teeling that the housing starts in 1970 would come to
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retary and unacceptable to the President. Instructions went out to
figure out how to make this a normal year, and a normal year was
around 1.4 million, 1,450,000. The borrowing capacity of the Home
Loan Bank Board was increased. The borrowing capacity of FNMA
was increased. A number of steps were taken so that they could
bring into the market money that, if those steps had not been taken,
would not have come in, and we would have had that big decline.

So you are absolutely right that they do tend to offset some of
these strong cyclical swings which have been prevalent in the housing
industry the past 25 years.

Mr. Strir. Our present interest I think wounld be in terms of think-
ing through possibly FHA’s role in terms of personnel, use of fee
appraisers.. This, of course, has some relationship to the economy
instructions that I helieve you are under now which we diseussed
yesterday.

Mr. Gurrenee. I think in that line I recall something T said a little
earlier. The 1972 budget level of Farmers Home and HUD together
would produce approximately 700,000 subsidized units and that
would level off for the ensuing 6 years of the goal’s decade. so if we
had the personnel on board to be able to handle that volume of busi-
ness, then I don’t necessarily see that we are going to have an awful
lot of need of expanding beyond that. Our own projections are sim-
ply that when we get there, there would be a plateau because we do
see a stabilizing of the supply of mortgage money through the instru-
mentalities you have mentioned plus others which T think are badly
needed.

Myr. St Thank you, sir,

Mr. Moxacax. Mr. Brown ?

Mr. Brown. Mr. Gulledge, is there any real justification for the
different housing program under the Farmers Home Administra-
tion ?

Mr. Gurrenge. T really couldn’t say that there is a need for a dif-
ferent type program under the Farmers Home Administration.

Mr. Brow~. Let me follow that question up and ask if there is any
real justification for dividing the administration of housing between
rural and urban ?

Mr. Gurrence. In my opinion, the housing needs of the people
would be better met if all the housing was concentrated under one
administrator in order that you could hold one person accountable
for what is going on everywhere. The worst world is when you have
divided responsibility and everybody can say, “Well, T don’t look
after that,” and yet everything is interlocking.

With the methods of financing which the Farmers Home Admin-
istration uses, they are still getting appropriations out of the Treas-
ury for their subsidies, 235 is an appropriation out of the Treasury
for subsidy, so there is not that much difference there. One big thing
the Farmers Home Administration has which FHA doesn’t have and
that is a lot of good men in some 1,700 offices who, out there in the
rural areas, are able to work on a basis of, many of them, 5 or 10
houses a year but they help some people get housing.

If there was a blending of that field structure with the field struc-
ture we currently have, or some modification of it, I think they would




97

be made more effective and so would we. We do find there ave areas
where we actually sort of develop a competitive system. We ran into
it out in Seattle once again. I often mention Seattle. Here some time
ago there was a pretty aggressive Farmers Home Administration
representative and a pretty ageressive FHA representative, and they
kept clashing over who was going to get the business. Well, that didn’t
really serve anybody any particular good; so I say there would be
administrative improvement if there was a combination so that one
administrator could be looked to for all housing and say, “OK, justify
what you are doing.” '

Mr. Brown. In your 236 program I think that you testified yester-
day basically the sponsor refunds to you any amount received in rent-
als in excess of the amount to which he would be entitled under your
subsidization program.

Mr. Gurrence. We call it the basic rent, yes.

Mr. Brown. How does it happen that it was done in that way rather
than having the sponsor bill you for the amount of the subsidization
that he would be entitled to ¢

Mr. Gurrepce. I presume one answer, Mr. Brown, is 40 percent of
it is sponsored by nonprofit organizations which simply do not have
the money to be able to carry expenses that way.

M. Brown, How is the verification done of the amount that should
be paid by the tenant ?

Mr. Gurrepge. It is required that the tenant certify his income to the
management. The management supplies that certification to the mort-
gagee representative. We really look to the mortgagee to be the one
who is supervising the receiving of the recertifications.

The management, of course, reviews everybody who comes in. As
part of being able to become a tenant in a 236 unit he has to certify
what his income is. The statute requires at least a recertification every
2 years. We are currently working on, and expect to have out very
shortly, a reduction of that 2 years to every year.

Some management firms are a little bit more conscientious about
it. I know some who require tenant recertification every 6 months, in
addition to which we have regulations which call for a recertification
when some unusual change takes place in the income, say exceeding a
5 percent up or 5 percent decline because some people make less money.
It’s not always that they are making more money.

Mr. BrowN. As a practical matter, with a limited participation
type sponsor, there isn’t much of an incentive to make sure the tenant
pays up to the full.

Mr. Gurience. Practically none.

Mr. Brown, You are going to subsidize the difference anyway.

Mr. Gurrence. Except the incentive that he must obtain certifica-
tions. If he fails to do so, he is in violation of our regulatory agree-
ment with him. Tf the tenant certifies falsely, then he is committin
fraud. But there isn’t any profit incentive built in for the limited divi-
dend sponsor to try to get people in there who can pay more.

Mr. Browx. Has there been any study made or any dreaming done
about tying the Internal Revenue Service into the whole housing
subsidization program ?

Mr. Gurrence. The use of information provided by the Internal
Revenue Service would be of little value as the basis for determining
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an applicant’s eligibility to participate in our subsidized housing pro-
grams, or for determining the amount of subsidy to which an eligible
applicant might be entitled, since the information included in tax
returns reflects the applicant’s income during a period which could
have ended as much as a year in the past, while the subsidy is based
on his current situation,

We do recognize, however, the need for vertifying the information
which the applicant provides to us, both in his original application
for assistance and in subsequent recertifications of his income and
family composition. While it could not be used to provide direet veri-
fication, again because of the different time periods involved, informa-
tion provided by the Internal Revenue Service can be a valuable tool
in the verification process. The Internal Revenue Service has agreed
to release this information to the Department of Housing and Urban
Development at our request, provided the taxpayer has given his
permission to do so. Therefore, instructions providing for the verifica-
tion of the mortgagor’s statements at the time of recertification, as
well as at the time of initial application, are now being prepared by
the Assistant Secretary for Housing Management and should be pub-
lished soon.

Every applicant for a mortgage insured under seetion 235 pursuant
to a firm commitment issued after the effective date of these instruc-
tions, and every mortgagor who recertifies his income and family com-
position after that date, will be required to provide us with a letter
authorizing the Internal Revenue Service to release to ns copies of his
Federal income tax returns for the past three years. If a verification
of the applicant’s or mortgagor’s statements throngh his employer and
other nongovernment. sources leaves room for further question, we
will request additional information, including the tax returns in ques-
tion, and use the tax information as a means of determining whether
it is reasonable to accept the mortgagor’s statements as to his current
income and family composition. While it will be impossible to make
direct comparisons between current income and family composition
and that reported on the tax return, it should be possible to deter-
mine whether a reasonable relationship exists. We will also use this
information to spot check a sampling of recertifications where there
are no obvious questions.

We intend to implement these procedures initially in the section
235 program, with the likelihood that they will be expanded to other
subsidized housing programs if they prove successful.

Mr. Monacan. It seems we are getting into the same problems as
we have in welfare administration.

Mr. Gurrepce. That is right. The welfare chiselers. We have them
alreadv. There is something nice T would like to mention about our
235. We have been starting to get recertifications on 235%s. We have
found that after 2 years a significant number of these people no longer
need any subsidy. I think it’s somewhere around 8 to 10 percent after
2 years do not need any subsidy. About the same number are using a
little bit more subsidy. Of those in between, most are having a decrease
in subsidy. This indication is so strong that our projections now with-
in the Department are based on the average 235 mortgagor receiving
a subsidy for an 11-year period. although we are writing a 30-year
mortgage.
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Mr. Browx. Isn’t it also true, Mr. Gulledge, that under the 235
program the homeowner who gets his interest subsidy down to 1 per-
cent in turn can claim an income tax deduction for the full amount
of the interest?

Mr. Gorrepce. Yes, sir. That is an Internal Revenue ruling.

Mr. Moxacax. That is another subsidy.

Mr. Gurrence. The Internal Revenue says it costs them more to ex-
amine it and regulate it than they feel they could recover and they
made a uniform rule on that.

They are faced with the same paperwork we all are. We are all
completely submerged in paperwork these days. We are talking about
literally millions and millions of transactions requiring somebody to
keep up with them and check on them. It’s very difficult to get the
personnel or the equipment to do it.

You take the calculated risk that basically most of the American
people are honest. T firmly believe that most of them are. Most of them
are not going to cheat you very much.

Mr. MonacAN. We are not being schooled too well at the moment in
some of these programs.

Mr. Gurienee. Some of the morality seems to be a little out of date,
I agree with you.

Mr. Browx. I am looking at it from the standpoint of the subsidy
that comes from the nonpayment of income tax if you applied that 6
percent or so.

Mr. Gurrepae. If the House approves the bill that was approved in
the Senate, you are going to have a lot of people excused from paying
any income tax anyway.

Mz, Brown. Yes.

Mr. Gurrenae. It’s the lowest bracket of taxpayers, and most of
them have large families, If it wasn’t because of their income level, it
would be for other reasons they wind up paying little tax anyway.
That is the reason the Internal Revenue said it would cost them more
to get it than to let it go.

Mr. Browx. What is the situation of the sponsor of a 236 project
with respect to the same income tax problem?

Mr. Gurrenae. Of course, there are nonprofits for whom there is no
incoms tax involved. If it is a limited dividend; the owner is either
personal, partnership, or a corporation, and gets all the advantage of
depreciation allowances, et cetera, in the usual straightforward in-
come tax way. He is taxed on the profit that might be generated out
of it.

Mr. Browx. I have no further questions, Mr. Chairman.

Mr. Moxacax. Mr. Fascell ?

Mr. Fascerr. Thank you, Mr. Chairman.

Mr. Secretary, in the leasing of multifamily public housing, regard-
ing the continuing interest problem at the end of the lease, why can’t
you extend the financing in the original instance with a lease for the
term of the financing?

Mr. Gurrepae. There is a statute that says we can only lease new con-
struction based on one 10-year initial lease and one 10-year renewal.
For existing construction, there can be one 10-year initial lease and one
5-year renewal.

Mr. Fascers. But financing runs a lot longer than that.




100

Mr. Gurrene. Financing ean run fonger than that.

Mr. Fascerr. How long—30 years?

Mr. Gunience, If it’s FHA insured, it would beé 40 years. T would
hasten to say that there aren’t many section 23 lease programs which
involve FHA insurance. There are some, it’s possible, but not many.

Mr, Fascerr. So the contingency you were testifving about was not
a substantial one.

Mr. Gurrence. No.

Mr. Fascern. It is a problem but not a substantial one.

Mr. Gurrenee. It’s a very low volume. It’s a problem that some-
body 20 years from now is going to have, but maybe there will be a
solution by then,

Mr. Fascern. There is not such a problem as to require considera-
tion by a legislative committee to change the requirement—at least
you are not recommending that ?

Mr. Gurrence. I have none to recommend at this time. I don't see it
as a problem,

Mr. Fascerr. The only other alternative by way of administrative
action is not to finance any that are going to be leased, and turn your
program someplace else. That would be one way to handle that.

Mr. Gurrepee. Surely. Incidentally, you ecannot take a 236 project
and let the owner of that lease it to a housing authority. That would be
a doubling up of subsidy. Any insured FHA project which is leased
to a housing authority is insured without subsidy. It’s a 221 (d) (3) or
(d) (4) market rate project. So there is no doubling up of subsidies on
that.

Mr. deWilde, our Associate (General Counsel, reminds me that there
are some units and some projects wherein a local housing authority
is leasing some units, and as a consequence, you could have a dou-
bling up of subsidy in that case. But it’s not done on the leasing of a
whole building or anything of this sort, This is simply a unit available
in the market, and the housing anthority wants to lease it.

Mr. Fascerr, Do you have readily available the extent of this prob-
lem on the lease question so we will know how many units we are talk-
ing about and how far down the road you are looking at it?

Mr. GuLrenGe. Surely,

Mr. Fascerr. If yon could supply that, we would get some better
measure of exactly the nature of the problem and the scope of it. That
would be helpful.

Mr. GurLepGe. Surely.

(See appendix A, p. 119.)

Mr. Fascerr. Did I understand you to say that as a matter of policy,
you support the tenant couneil concept ?

Mr. Gurrepee. Surely, absolutely. T think that we are in an age in
our society wherein many, many people are being brought into situa-
tions they cannot handle. They need to have some dependable source
to turn to, to get some advice. Therefore, I think counseling is an
absolute need. T think it’s going to pay better returns for the dollar
spent than almost any other thing we can do.

Mr. Fascerr. In Miami recently, we had some testimony on that
question. The report there was that it was extremely successful, There
has been a marked increase of interest on the part of the tenants in im-
proving operation and maintenance of the public housing project.
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Mr. Gurtence. We have had some pilot programs going, We are
satisfied that it's an absolute need.

Mr. Fascern. I want to read a quotation from your insuring officer
when he testified the other day.

Mr. Gurrepae. All right.

My, Fascerr, I would like to get your comment on this:

We are becoming increasingly concerned that the cost to provide housing is
fast approaching economic infeasibility., The ad valorem taxes in the Miami
metropolitan area are inordinately high compared to other eommunities in our
insuring jurisdiction. This places an economic burden on subsidy projects and is
becoming critical. The cost of material is rising constantly, as well as esealat-
ing wage costs. The availability of the water and sewerage facilities is becoming
a critieal concern to us. If these facilities are constructed and expanded to meet
the honsing demands, many of our programs will be curtailed.

Is that a general problem across the country ? You testified that for
practical purposes, we are out of the Northeast and other areas of the
country with any kind of subsidy housing. I believe you said the
Altanta region was taking about 30 or 40 percent of the Nation’s alloca-
tions, Is that right?

Mr. Gureence. With public housing, they do between 30 and 40
percent. It’s not true of 235 and 236. They do substantially, but not
that large.

Mr. Fascrrr. What is the general application of that comment across
the country?

Mr. Gureenee. I would say that in practically every major metro-
politan area, it has a lot of validity. One of the real problems we are
having in this country is that the cost of local government has acceler-
ated =o rapidly in comparison with the tax base that local government
has available to it—particularly, in many cases, tax bases are being
removed as industry relocates out to the suburbs, et cetera—that the net
result is what is left to tax is prineipally residential.

When it comes to multifamily projects, the local taxload keeps get-
ting higher and higher. We reach a point whereby the citizens who
are willing to live there cannot afford to pay the rent it takes to keep
the projeet viable.

One of the most appalling examples is one which I checked into
about 18 months ago, so the figures may be a little off, but they were
horrible then. In Newark, the local ad valorem taxes were 85 percent
of aross rent—gross rent, 85 percent. What was left to manage and
amortize? Nothing.

Therefore, we cannot build in Newark. It’s absolutely impossible. 1
don’t care what you do with mortgage limits. That is not the question.
The people who live in Newark cannot afford to pay the rent that will
pay the expenses, period.

Mr. Fascerr. That leads to my next question. A great deal of faets
and figures were submitted for the record which were based on analysis
of the Miami, Fla., housing market which allegedly is a report by the
Department of Housing and Urban Development, FHA. Is that a
central office analysis?

Mr. Gurrence. Was that a market analysis?

Mr, Fascerr. Yes, asof July 1,1971.

Mr. Gurrepce. It is done under the direction of the central office
and usually and principally central office personnel with some local
neople.




Mr. Fascenn. That is not a contraet funection, is it ?

Mr. Gurrenge. No.

Mr. Faserrr, It's not a consultant contract fee?

Mr. Gurrepge. It’s not an out-of-house thing.

Mr. Fascerr. Thisis an in-house operation?

Mr. Gurreper. Yes.

Mr. Fascenr. Will there be, or can there be, a projection. automatic
or otherwise, at what point in the Miami market, based on known fac-
tors, we will reach a line which makes it imposgible to proceed with
either subsidized housing or otherwise ?

Mr. Gurrenge. Of course, your greatest variable factor is {he rate of
increase of local taxes.

Mr. Fascerrn. That is a pretty fixed factor. You can oo back # num-
ber of years and project it.

M. Gurrenge. The rate of increase does seem to be increasing, how-
ever. I agree with you. There is no reason why you couldn’t make a for-
ward projection on it.

Mr. TrorNTON. Incomes are always changing, too.

Mr. Gurenge. You have to work with several variables. Incomes
are changing and of course operating costs. In addition to taxes you
have all the other expenses but those could be puf into some reasonable
projection,

Mr. Fasce. From a management standpoint, frankly, T would be
interes‘ed in that kind of a projection, just as'maybe a working ouide,
given all of these variables that exist.

I would hate to come up to a sudden crunch. It might be useful to
take a 5-yearlook, for example. That is all T am suggesting.

Mr. Gurreoae. From a management standpoint, a lot of things
make sense. From an administrative standpoint, dealing with the prac-
tical realities, it’s very difficult to do them. We ran into a lot of flack
in Detroit, Mr. Brown, when we attempted to indicate that there were
some areas of the city that were becoming in such a condition that we
didn’t feel we should be insuring loans there anymore. There was an
old practice called red lining years ago. Red lining is supposed to be
done away with. We didn’t want to reinstitite red lining. We thoueht
we had very carefully conched the language to make sure nobody was
going to be doing any red lining.

If you are asked to appraise a piece of property and there are maybe
one or two houses left in that block; this is one of them and the rest
of them are gone, what do you do? You turn it down. But don't you
also, as a matter of conscience, go back to the office and indicate some-
where that this block is out?

That is what we wanted to do. The mayor of Detroit said there wis
no:block in Detroit that wasn’t a fit place for people to live. So you're
off and running.

I can imagine the problems if we were to say our projections are
that 5 or 10 years from now in South Miami the projection of all fac-
tors is such that we are not going to insure any properties now hecanse
10 years from now we think you are going to'have problems. You run
into political realities,

Mr. Fascrrr. T wasi’t suggesting that. I agree with you that the red
lining, wheré it was definite, created quite a problem. I lived with it
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for a long time in our area because FHA just would not go below a
certain line. -

Mr. Gurenae. Without question, red lining is a-poor practice. On
the other hand, you have to institute some current administrative
judgment.

Mr. Fascern, It’s called good people and brains.

Mr. Secretary, you talked about 275,000 fee actions for a year, I
believe you said.

Mr. Gurrepce. That is right for the fiscal year.

_ Mr, Fascern. That is contract work, not in-house. What category
1s that ?

Mr. Gurrepce. There are three categories. We have appraisers, in-
Spectors, mortgage credit examiners.

Mr. FasceL. Is there any limitation on the amount of inspectors
you ean get? That is a big problem. The current image of FHA
inspectors is a man who rides by in his car and waves at the project.
I just say it’s a current image. I didn’t say it was right or that is what
is really happening. Is there any limitation on the number of in-
spectors you can get ?

Mr. Gurrenge. Only within the bounds of some budget implica-
tions. I don’t say the budget is a limiting factor. I think we have
enough budget money to get all that we need. I don’t view that as
the problem.

The problem is one of getting some on-board personnel employees
to supervise those people.

Mr. Fascerr. And make sure that they are competent.

Mr. Gurrenge. Yes, We have instituted some things to try to make
certain of that. For instance, now we do require a floor plan to be
drawn of the property. You can’t draw it from the car. We require

Mr. Fascerr. Excuse me. Do you require a photograph of each in-
dividual house ?

Mr. Gurrepce. That is the next thing. We didn’t used to require
that. We bought about 1,500 Polaroid cameras and now we require
photographs of the property and floor plans drawn so we at least
think the man is getting out and looking at it and going into the
building. We found we were getting a lot of windshield appraisals
before.

Mr. Fascerrn. That is part of your documentation process, as I
understand, which you have instituted ?

Mr. Gurrepge. That is right.

Mr, Fascerr. I would say that is excellent, if it doesn’t overwhelm
you. I think it would be extremely important and useful.

Mr. Gurrepce. A little stock in the file cabinet companies would
be going up a little. It takes a few more files to hold all those papers.
We think it's worthwhile.

Mr. Fascern. We touched on this yesterday a bit. T would like to
clarify it to be sure. Do you have any actions in your agency which
came under the Administrative Procedures Act? T am talking now
primarily of either rulemaking, adjudications or licensing? These
are, as I understand it, adversary proceedings in which there are——

Mr. Gurrenar. Let our associate general counsel respond on that.

Mr. pEWirpe. All of our regulations are put out under a rulemak-
ing procedure. They are put out first for public comment.
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Mr. Fascerr. You mean they are published in the Federal Register
and public comments are invited and then a final version is
published ?

Mr. pEWirpE. Yes.

Mr. Fascerr. That is your rulemaking function ?

Mr. pEWirpE. That is right.

‘Mr. Fascerr. Do you have a licensing function

Mr. Gurreoge. We do not license anybody. We do have a procedure
for approving mortgage representatives. We will not do business
with any mortgagee who doesn’t meet our criteria.

Mr. Fascerr. That is not licensing ?

Mr. Gurrence. No. It’s merely an approval of his organization to
do business with us, based on experience, capital and other things.

Mr. Fascerr, Does FHA issue any kind of letter or certificate to
the morteagee?

Mr. Gurrence. We give him a certificate saying he is an approved
mortgagee representative.

Mr. pEWipE. We do have hearings in the case of certain debar-
ment actions. There is an appeals procedure which contemplates a
hearing.

Mr. Gurrence., If we decide we don’t want to do business with a
builder or lender because of his character, representation or perform-
ance, then there is an appeals procedure where he can come.in and
say, “I got a bum rap. Here is my side of the story”—that sort of
thing.

Mr. peWirpe. Mr. Burstein reminds me that we have certain civil
rights hearings, too, under title VI. They are carried on by the As-
sistant Secretary for Equal Opportunity. but they do involve FHA.
We also have provision for hearings related to the regulation of inter-
state land sales.

Mr. Gurrepee. We have Federal contract compliance regulations,
too, that get into that sort of thing. There is a variety of those which
are not under my immediate administration.

Mr. Fascern. As T understood you yesterday, Mr. Secretary, your
office averages around 50,000 items a year as complaints by letters.

Mr. Gurrenee. Very few are complimentary.

Mr. Fascern. Let’s say complaints that are not in the category of
either rulemaking, adjudication or licensing. They are just the normal
administrative problems that FHA has to handle.

Mr. Gurrence. Yes. Everything from an inquiry as to how do T
do something to a complaint—why did you allow this to happen. We
get them all,

Mr. Fascrrr. What is the relationship of FHA on the question of
the recertification of a low income tenant on his income? Why and
where does FHA become interested? What difference does it make ?
I don’t understand.

Mr. Gurience. The statute requires the Secretary to obtain a re-
certification at least every 2 years.

Mr. Fascerr. I understand that. But under the regulatory agree-
ment with the lender, the lender is required to get that from the
tenant. The only reason he does that is simply to comply with the
statute because he has already been paid.
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Mr, GuLrebee. The relationship, of course, is that our agency is
charged with the responsibility of seeing that that is accomplished.

My. Fascern, I understand that.

Mr. GurLence. We do that through the regulatory agreement.

Mr. Fascerr. I understand that, but it’s only for the purpose of
determining whether an individual is no longer eligible to live in a
project. It has nothing to do with the lender and the money he has
received.

Mr. Gurrepce. Not necessarily, because, of course, they do not have
to move out if their income rises.

Mr. Fascerr. They just lose the subsidy ?

Mr. Gurrence. It reduces the subsidy if his income goes up.

Mr. Fascerr. But to whom? The lender has already been paid.

Mr. Gurrepge. No. The tenant has to pay 25 percent of his income.

Mr. Fasorrn, Whatever his income is?

Mr. Gurrepee. That is right, He has to pay 25 percent of it, the
difference. Let me give a specific illustration.

Mr, Fascorrn. Go ahead.

Mr. Gurrenge. Suppose market rent was $150. That is what it would
have to rent for at a 7-percent mortgage. But with a 1-percent mortgage
you could rent it for $100. That becomes basic rent. For anybody who
is making $400 a month, 25 percent of that is $100. Therefore he pays
25 percent. He meets the basic rent.

Suppose he gets a raise and he is now making $500 a month; 25 per-
cent of that is $1256. He now has to pay $125. Who gets the additional
$25, Uncle Sam gets it back, The sponsor doesn’t get it. The mortgagor
collects that and remits it to Treasury.

Mr. FasceL. You went one step too fast for me.

Mr, GurrepGe. All right.

Mr. Fascern. That means that the sponsor has gotten all of his
profit out of this project to start with because there is no way to
mcrease any rent and it is all amortized because the lender has paid
for it all. So what does the sponsor do?

Mr, Gurrence. Identify your sponsor—the builder or owner.

Mr. Fascerr. The owner?

Mr. Gurrepge. The owner of this project.

Mr. FasceLt. What does he do? What does he get for doing it.

Mr. Gurrenge. Of course he has caused the product to be brought
into being.

Mr. FasceLn. How does he get his profit out of this?

Mr. Gurrepee, Unless it’s a nonprofit, you come back to the fact that
it is a limited dividend.

Mr. Fascerr. If heis an individual?

Mr. Gurrepce. He is still treated as a limited dividend entity. It's
called limited distribution. He can get only a 90-percent mortgage.

Mr. Brown. First of all, we haye to recognize in any of these pro-
grams you can’t be anything but a limited dividend sponsor.

Mr. Gurrence. That is right.

Mr. Browx. That is the closest to profitability you can get.

Mr. GurLenge. A limited dividend sponsor can only get a loan for
90 percent of the replacement cost and the replacement cost is certi-
fied. All the costs that were incurred in building this thing were certi-
fied, signed, and notarized.
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Mr. Fascerr. Does that include operation and maintenance?

Mr. Gurenee. No, that is just the original cost which establishes
the mortgage amount. He hasa 10-percent investment.

Mr. Fascerr: But that man already has his money, Mr, Secretary.
No man is going to sit around for 6 percent, whether limited dividends
or whatever you eall it. T have sense enough to know that. He is already
out in the clear or he isn’t going to be in the project. He isn’t going to
sit there for 40 years and draw 10 percent on it. What is his incentive
to stay in the project ?

Mr. Gurrenge. One of the principal ineentives is one which the Con-
gress created in the Tax Reform Act of 1969,

Mr. Fascerr. Which is?

Mr. Gurrenee. Which is that they gave a double declining balance
depreciation to that type of housin Z only.

Mr. FascELL, Explain that to us on $100 thousand.

Mr. Gurrenge. If the building normally would be considered to be
a 40-year life building for depreciation purposes, ordinarily onée-
fourtieth of that would be taken off each year, or 214 percent. Internal
Revenue, acting under the statute, says that for this type of property
he can take off 5 percent. He can have double the balance that he
would normally have had. He can take twice the depreciation each
year.

Mr. Fascerr. For how long ? For 40 years?

Mr. Gurrenee. Until the formula runs out. Ordinarily that loses its
tax incentive basis between the seventh and ninth year on most proj-
ects, at which time he is no better off for having double declining
balance depreciation than he is if he had gone straight. Therefore at
the end of the seventh or eighth year you find many projects change
hands.

Mr. Fascern. There is something in this thing that doesn’t meet the
eye, as far as I am concerned. I am not saying there is anything wrong,
but T am going to have to get a specific with the example that you have
given me and then look at it very carefully. )

Mr. Mo~nacan. Will the gentleman yield ?

Mr. Fascerr. Yes. : :

Mr. Moxagan. First of all, this tax benefit applies primarily in the
upper brackets—that is the 50 percent and over bracket—before the
benefits become significant.

Mr. Gurrenae. They become significant whenever you have a dedue-
tion for depreciation.

Mr. Fascern. T don’t sée them building a limited dividend 236 proj-
ect, Mr. Chairman.

Mr. Gurreoee. They are investing in them quite extensively. As a
matter of fact, there are several rather large syndicate operations
today that are accumulating capital. ;

Mr. Fascerr. You just raised another interesting question. )

Mr. Gurrenge. Tt 1s a different type of the use of the word “syndi-
cate,” Mr. Fascell. This is not T and S Syndicate. There are operations,
which are principally Wall Street based, wherein they are selling
shares of participation in this equity because it does take a 10-percent
investment. You can buy part of that for $5.000 and in the pass
through you get your share of the depreciation, if it’s worth anything
to you.
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Mr. Moxacax. Isn’t there also a possibility of a profit'in a relatively
quick turnover of the land on which the project is to be built? '

Mr. Gurrence. Profit from sale would depend on the conditions at
that time.

Mr, Moxaeaw. The person in control of the property purchased at a
relatively low cost can often turn around and sell it to a multifamily
sponsor at a high profit; can henot?

Mr. Gurrence. There are no particular builder secrets so I won't
tell anything that isn’t general knowledge. Usually, if you have in
mind to build a multifamily project, you obtain most of your profit
as a consequence of a rezoning action. You buy land which was zoned
for a less valuable use, and maybe buy it at $5,000 an acre. You can then
get the thing rezoned. It may then be worth $10,000 or $15,000 an acre
because now it has a higher use.

We have to recognize the current value of the land, not what the
man paid for it. So we have to recognize and give him full eredit for
the value of the land because he is contributing something that is
worthwhile. :

Mr. Fascern. That gets us back to the Green Hills projeet we were
talking about yesterday, because that is exactly what was involved
here. I think the 10 percent is covered in the amount of the financing
to start with, plus the inerease in the value of the land, plus the depre-
ciation, plus the writeoff on interest and local costs while the project
is under construction.

Now we are talking about something that is really worthwhile.

Mr. Gurrence. He gets to deduct as a business expense the interest
he pays on a construction loan in the year in which he pays it.

Myr. Fascerr. Then all of this is fed into the computer, which comes
up. with “market rent or basic rent,” which all increases the cost of
the subsidy.

If that 1s true, what T am questioning is whether FHA ought to lend
itself to the acquisition of land contingent upon rezoning for multi-
family purposes.

Mr. Gurrenee. FHA does not. We will issue no feasibility letter to
anybody on any land that is not at that time zoned for it. Therefore,
nobody can take afeasibility letter from us and use that as a lever on a
zoning board and say rezone it because we can build it if you do.

Mr. Fascern. I want to besure about that because that specific ques-
tion was raised in this Green Hills projeet 236. As I recall what you
said, you said that application was processed originally, in this specific
case, underthe old criteria.

Mr. Gurrence. Yes, sir. I think the application was made in 1969.

Mr. Fascerr. But if the new criteria had been in effect it might
have been a different story. It's hard to say.

Mr. Gurrepce. That is right; it might be.

Mr. Fascerr. The local insuring office director said there were
some 50 applications now pending on 236’ and goodness knows how
many around the country.

Mr. Gurrepce. That is correet.

Mr. Fascerr. Did I understand you correctly to say yesterday that
vou were reviewing all of those, or calling all of those back in?

* Mr. Gurrence. Those are the public housing applications which we
returned.
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Mr. Fascern, I wanted to be sure.

Mr. Gurrenee. Public housing applications work a little differently.
They do not identify the site. FHA applications do.

Mr. FasceLn. Let’s stay with the 236%. I have one question on
changeover criteria. Are you going back now and picking up all
the applications that were pending and might have been processed
under the old criteria and reviewing them in terms of the new
criteria which will become effective asof Noyember 31

Mr. GurLepee. From the beginning of this fiseal year, which was,
of course, July 1, our offices have been instrueted to apply the project
selection criteris—which we have to use on an interim basis, because
they are not official.

Myr. Fascery. Right.

Mr. Gureepee. They are applicable to anything on which neither
a commitment nor a feasibility letter has been issued. So every new
application does.

But everything on which we have committed ourselves we do not
feel it makes good administrative sense—nor could we or should
we—to change the rules in the middle of the game for everybody.

Mr. Fascert. That makes sense on its face. Let me see if I under-
stand that. In other words, all existing applications of 236 will be
measured as against the old criteria, not the new?

Mr. Gurrence. No,sir.

Mr. Fascern. They will be measured as against the new criteria,
notwithstanding the fact——

Mr. Gurrepee. You have two types of applications. You have an
application in which somebody has asked usto do something.

Mr. Fascern. Likea letter?

Mr. Gurrence. It could be a letter or have more documentation
than that. We haven’t taken any official action on it. We haven’t
examined it. We haven’t issued a feasibility letter and said this is
OK, that we approve of that location.

Mr. Fascer. But it is pending? When you accept it it's pending ?

Mr. GuLrepee. It’s in the office. It’s pending, sure. It’s part of a
pipeline of work to be performed. If we have performed that work,
some work, and we have as a consequence of that issued to that
sponsor a letter that says, “Your project is feasible, we will fund
it if you submit to us appropriate working, drawings and everything
turns out just as you have promised to make them be with your
application, if it all turns out as you said it, then we will fund it.”

Now, we have a commitment to this person. He is authorized to
go ahead, based on that. He can go ahead and buy the land and hire
the architect and do all  these other things. So we can’t change the
rules on him.

Mr. Fascerr, Not when the commitment is issued.

Mr. Gurrepce. We can’t change the rules on him and then 2o
back and say, “On the other hand, we said we liked that site back
in May but we are looking at it again in October.” We can’t change
our minds.

Mr. Fascern. All T am trying to determine is at what point, with
respect to the pending applications, the new criteria will be applied.

Mr. Gurreoee. It will be applied to any of them that have not
been funded.
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Mr. Fascerr. Any of them that have not been funded ?

Mr. GurLepge. Yes.

Mr. FascenL. A letter of commitment is not funding ?

Mr. GurrenGe. No sir; a letter of feasibility is. A reservation of
funds is.

Mr. Fascern. What comes first ?

Mr. Gurrepce. The reservation of funds comes before the proceed-
ing to finality and precedes the initial commitment and final com-
mitment. A sponsor may have $100,000 or more front-end money in
a project before he gets a commitment. He makes that investment
of time and money based on our feasibility letter to him.

Mr. Fascerr. Your feasibility letter is issued at what point ?

Mr. Guirepee. At the point when we have received his applica-
tion, when we have done certain technical things with respect to it,
when we have reached a decision in the office that this project is
a feasible project, we would issue a commitment on it if he develops
the rest of his plans, et cetera.

Mr, Fascenn. At that point the letter goes ont?

Mr. GurrepGe. Yes.

Mr. Fascerr, It's a.commitment in a different sense.

Mr. Guoiepce. It’s a different terminology for a type of
commitment.

Mpr, Fascern, Once that letter goes out, then whatever the criteria
are at that point they are fixed. If a letter has not gone out, what
you are telling us then is that the new criteria for 236 would apply?

Mr. Gurrepce. As of July 1, any application that did not have
a feasibility letter issued to it is subject to the new criteria.

Mr. Fascerr. I believe you also testified yesterday, Mr. Secretary,
that under the old criteria there was no documentation, that this
was simply a matter of judement.

Mr. GurLepGe. No, sir. That might be misleading, if I said it.

Mr. Fascerr. Or limited documentation ?

Mr. Gurrenee. Documentation which was not of the type which
normally would have indicated to you why you did something. It
would have been factual documentation, but the conclusions would
not have been stated and spelled out, and so forth and so on. You
would have to go back and look as of the same day and arrive at an
independent conclusion and see whether or not you agreed with the
fellow.

Mr. Fascerr. Or inquire of him if he can remember why he did
something.

Mr. GurLepGe. Surely.

Mr. Fascerr. What you are talking about now in terms of documen-
tation on the application of the new criteria 236 you will have the
coneclusions and the reasons along with the basic documents that went
in the application of the criteria that led to a feasibility letter?

Mr. Gurrence. Let’s take the very first item, which is need—ill the
project meet the needs of the people? You can’t say ves and leave it at
that. Youn have to say yes because the vacancy factor is so and so. Or he
has to have some other proof to go along with it, Hé has to have some-
thing besides just a ves or no.

Mr. Fascerr. T just want to refresh my memory and be sure that
I have it straight in my own mind. Again T am using this specific

69-323—71——S8




110

project because it illustrates the point. It is a general question, of
course.

In the Green Hills project, based on statements, allegations, and
uestions that were raised, let’s put it that way, Senator Chiles and
submitted a request to the Secretary that, I believe the exact language

was, “continuing project approval be deferred.”

You testified yesterday that there is no way you can stop con-
struction because FHA 1s not involved in the construction. All you
are doing is insuring the lender, as I understand it, in the 236%

Mr. Gurreoee. That is the principal relationship that exists on
that particular point.

Mr. Fasceur, I further understood you to say that once a commit-
ment has been made, T wasn’t sure whether you were talking about
that feasibility letter or the initial commitment, whatever that is

Mr. Gurrenae. Either one:

Mr. Fascerr. That this was a binding legal obligation on the part
of FHA which would not or could not be unilaterally abrogated, ex-
cept in cases of fraud.

Mr. Gurrener. Yes; in cases of frand. Once the commitment has
been issued we have to stand behind it unless fraud is indicated.
Otherwise there would be no faith in the ability of the Government
to carry out its promises. It would be another broken treaty.

Mr. Ifascerr. T want to ask you a question on mixed occupancy and
936 projects. That is nonsubsidized tenants and subsidized tenants?

Mpr. Gurience. Yes, sir.

Mr. Fascerr. With the consent of all parties, is it possible to re-
modify or to modify 236 projects as far as FHA is concerned? In
other words, if the lender and the builder agree on a modification of
the proect, how does FHA comein ?

Mr. Gurienee. It would depend on ‘what the purpose of the modi-
fication wonld be. i

Mr. Fascerr. Supposing a project is approved or commitments is-
sued on a totally subsidized basis and then afterwards it’s deter-
mined by agreement that maybe it would be better to change the
ratio. Am Ttalking the right language?

Mr. Gurrepae. Youare talking the rightdangnage.

Mr. Fascrrn. Isthis possible? I

Mr. Gurrence. It is mot only possible but we encourage it. We
encourage it very much.

Mr. Fascenn. I didn’t knowithat.

Mr. Gurience. Incidentally, the statutes require us to insure the
whole mortgage on the building. That is the language of the statute.

Mr. Pascern. You can’t insure partsof it? |
Mr. Gorrence, Nor can we apply a 236 on just part of it. We have

to apply it to the whole building, as if the entire thing were going to
be subsidized, and everybody in it, at basic rent. So we start off with
that basis.

But we encourage an economic mix. And we encourage an active
recruiting on the part of management to attract into it people who
are not going to be subsidized. Tdeally, you do have a substantial
number of people in it who are not subsidized.

More surburban types of 236 projects achieve that much more
easily than do the central-city types.
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Mr. Fascers. Does this take any document changes or modifica-
tions to doit?

Mzr. Gurrepee. No.

Mr. Fascerr. In other words, it’s simply up to the sponsor to do
it if he wants to, or he can do it. FHA doesn’t have to rewrite docu-
ments, does 1t ¢

Mr. Gurrepee. No. We don’t do that because that is not part of the
regulatory agreement at all.

et me confer a moment on the statutory proposition.

They can rent it to anybody they want to. You simply have to
get, 25 percent of their income.

As Mr. Thornton tells me, if they are willing to pay the market
rent, we require no income certification. The income certification is
only if they are going to get some kind of subsidy where they would
pay less than market rent.

Mr. Fasceur. Mr. Secretary, I thank you again. I appreciate the
immediate attention which you gave that problem on the 235 for
Mr. and Mrs. Cullen. Whatever action you can take, I am sure we
will all appreciate it.

Mr. Gurience. We are very anxious to take the required and neces-
sary action.

Mr. Fascerr. T want to thank you for your prompt attention.

Mr. GuLLEDGE. Yes, Sir.

Mr. Fascerr. Thank you, Mr. Chairman.

Mr, Moxacan. Mr. Thone?

Mr. Troxe. Thank you, Mr. Monagan. Noting the lateness of the
hour, I will be very brief. '

Mr. Monagan. Go right ahead.

Mr. Trove. I don’t know that T hawve the background, Mr. Fascell,
that you have in this area. By the way, it has been very informative
and interesting to me.

Mr. Fascerr. Thank you,

Mr. Troxe. I appreciated, Mr. Monagan, your primer on what is
subsidized housing and what is unsubsidized hecause, frankly, I was
a little confused yesterday and I didn’t want to express my ignorance.

Mr. Fasorir, It sounds like it’s all subsidized to me.

Mr. Browx. Mr. Thone, will you yield ?

Mr. TaoNg. Yes.

Mr. Browx. If the Lockheed guarantee was subsidization, even
FHA is subsidization,

Mr. Gurreoce. The Secretary has observed that since the Internal

Revenue permits every homeowner to deduct as part of his expense
the interest paid on the money borrowed, Uncle Sam is subsidizing
everybody.

Mr. Troxe. Mr. Gulledge, I would like to observe that you are a
most responsive, most knowledgeable, and most articulate witness.
I am sure the subcommittee is appreciative of this.

Mr. Gurience. Thank yon.

Mr. Taoxe. How long have you been the Assistant Secretary for
Housing, Produetion, and Mortgage Credit and Commissioner of the
FHA, Mr. Gulledge?

Mr. Gurrence. Two years and 12 days. I was sworn in at 11 o’clock
on October 2 so we can add 47 minutes.
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Mr. Troxe. I would hate to get into a trial with you as the expert
witness and Mr. Fascell as the counsel.

Frankly, I think the Department is in very good hands.

Mr, Gurrepcr. Thank you.

Mr. Troxe. Regarding the housing starts for 1971, you have indi-
cated that there will be over 2 million this year.

Mr. Gurrepee. Approximately, I think, is what T said. Somewhere
between 1,975,000 and 2,025,000, something like that, I would say plus
or minus 25 thousand of 2 million.

Mr. Taoxe. This would be an all time high ?

Mr. GoLLepGE. Yessir.

Mr. Troxz. As I understand it, in 1950 there were 1,900,000-some
starts, :

Mr. Gurrenge, 1,960,000, as I recall it,

Mr. Tuoxe. I think this has been covered already, but in 1970,
using your definition of “subsidization,” about 40 percent of these
housing starts were subsidized.

Mr. Gurrenge. Calendar 1970, yes, sir.

Mr. Troxg. In ealendar 1971, approximately 33 percent ?

Mr. GurLEDGE. Yes, sir.

Mr. Taone. Do you have any projection for 1972 in regard to this?

Mr. Gurrenge. Our level of subsidized housing remains the same.
With the total increasing therefore, subsidized units will probably run
somewhere from 27 to 30 percent of the total for the next year.

Mr. Troxe. That is what I was coming to. I know you don’t have
a crystal ball, but approximately what would you project the housing
starts to be in calendar 1972

Mr. Gurrepee. 2,200,000, 10 percent above this year.

Mr. TroNe. Thatisall I have, Mr. Chairman.

Mr. Mo~acan. Thank you, Mr. Thone.

Mr. Secretary, when you responded to the subcommittee’s Angust 30
letter, you said:

In cases of special need or urgency the central office might redistribute
contract authority among the regions.

Is this what is called Operation Quick Start?

Mr. GuLrence. No,sir. Operation Quick Start was a program which
we put on in the late fall of last year. We have always had a regulation
which permitted a sponsor to begin construction prior to the final
papers being signed if all the decisions relative to these papers have
been made. But, due to some holdup, either the attorneys couldn’t get
there or something else, or there was some special reason why he wanted
to go ahead and get started, we would permit him to do so. Operation
Quick Start was a rather strong administrative effort to let sponsors
know that they could do so under those conditions in the latter part
of the calendar year when some of them might be facing eold weather
problems and this sort of thing and would like to get started quicker.

Mr. Moxacan. Is there any information as to the extent to which
this reallocation was done during the last 3 years? Would you have
ficures on that?

Mr. Gurorence. Realloeation, as we think of it. Mr. Chairman, is
something we are sort of doing almost every week, if you had to get
down to the fact that any time some money is added to somebody else’s
or taken away from somebody else’s collectively.
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Mr. Mo~nagan. I am thinking more in relation to regions. We have
talked about comparisons between regions.

Mr. Gurrenee. How extensive do y you think our movement between
regions would be?

Mr. Baroverr. When we have actually taken away from one region
and added to another.

Mr. Gurience. If we took money out of Hartford and put it in San
Antonio——

Mr. Fascern, Or Miami.

Mr. Barvcn. If it was between the 10 regions, it would not be too
extensive. If we had to do it for all 77 offices there would be thousands
of transactions.

Mr. Gurrenge. I think our movements between regions could prob-
ably be documented for you without a great deal of difficulty. To go
hetween the offices themselves, there would be many {}mutﬂmle of
transactions. We would be glad to supply movements between regions
for you.

Mr. Mo~acan. Fine.

( Se\e. p- B, p. 122.)

Mr. Moxacan. You said also in that same reply that 200 reserva-
tions of contract author ity under the 236 program had been canceled
since the beginning of the program and also that it would be difficult,
if not impossible, to estimate the amount of delay that had been
occasioned by these cancellations.

Do you have any information as to what period there was between
the award of the reseryation and the r‘dl‘l(Pl“.lt]r)ll of the authority?

Mr. Gurrenge., I imagine we could document some of that, Mr.

Chairman. We would have to go back to the files on the individual
eases and try to get that.

Mr. Moxacax. Would you look into it ?

Mr. Gurrence. We will look at it and give you some feel for it.

Mr. Moxacax. If it can be done without too much diffie ulty.

Mr. Gurrenge. All right.

(Seeapp. A, p. 119.)

Mr. Moxacan. Mr. Still?

Mr. Stirr. There is one question that does concern us, Mr. Secre-
tary. I don’t know whether these fieures are available. You commented
on the problem of 236 projects in the ghettos or core cities. There are,
of course, suburban 236 projects.

What we seem to be sensing here—TI wonder whether you would have
any comment on this—is that the nonprofit route is being used almost
lntnol\ for 236s in the core city whereas the limited dividend entity
is being used in the suburbs.

Does this seem to be an emerging problem in terms of the technique
illustrating the difference in sponsorship motives, et cetera, that may
be involved ?

Mr. Gurrepee. I think Washington, D.C., would be a good case to
look at in that 10-;}('('t because it has been in the apers very recently.
The Renewal Land Agency here in Washington, ]I) C., has been trying
since the riots of 1967 to get rebuilding done in the central city. They
have been trying to use t]w nonprofit organization route. A little re-
building has been done using those sponsors. They commissioned an
outside consulting agency to come in and tell them what they were
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doing wrong. The conclusion, as published in the local paper, was
that the thing they are doing wrong is trying to take a very compli-
cated process, that is of producing honsing, and get it done by people
who don’t have the sophistication to do it. They recommended to them
that they abandon the approach that they were going to get all the
housing built by well-intentioned community organizations, whether
they were put together as civic groups for the purpose or whether they
were existing institutions, such as churches.

Instead, they changed their thrust and started using the limited
dividend ‘type of sponsorship, where possible a blend of the limited
dividend in some way with the community institution in order to get
the job done.

One of the problems that leads to what you have said is that a great
many of the central city things have been.done by community gronps
because model cities, for instance, are very heavily committed to the
citizen participation route. The fact that the nonprofit can get what I
call a 102-percent mortgage, can get front money advanced to him, we
find that it’s pretty easy for a nonprofit organization to say, “I would
like to produce the hounsing.” It's much more diffienlt for them to pro-
duce it, but it's easy for them to get their name on the line and say
they want to produce it. I think that is a large part of the reason why
we have had a substantial number of central eity units actually pro-
duced by nonprofits.

There is another factor. I think we have to be very cognizant of this.
Many outside organizations, meaning outside of the central eity peo-
ple, simply are not welcome. Outside building firms trying to baild in
the central city face a continuotus process of vandalism and destrue-
tion, requiring the installation of chain link fences all around the
project, the hiring of 24-hour security guards—a tremendous number
of problems merely to try to ba in there and build the housing.

I1 the people building it happen to be from within that community
themselves, they don’t have nearly this much resentment and nearly
this much problem. That is another factor. Many a profit-motivated
organization simply doesn’t want to go into the ceritral city for these
reasons.

Mr. Fascerr. This question has been raised many times with builders.
The community attitude is one, either way going into the central city or
going out to the suburbs. The question of vandaliem and delay in gear-
ing up and all these problems that a bnilder fices just seems like it
works against him. Would it be feasible to provide some kind of an
inducernent to a builder to undertake these kinds of projects? Could
you adequately compensate him is 'what T am trying to say?

Mr. Gurrenge. We have no present regulations or procedures which
would allow him to have any more compensation than the morteage
can afford. Any legitimate costs which would be necessary for the
building of that structure we can allow. But we cannot allow that strue-
ture to cost any more monéy than the rent to be achieved and the sub-
sidv available would amortize.

Mr. Fascerr. By law could we give you some method of inducing
the builder to gointo these areas?

Mr. Gurrenee. I think it would be possiblé to have some type of fund
available under certain conditions which would permit the expense of
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hiring these security'guards and the chain link fences and all the other
things which would be necessary in order to physically get it up.

T know some builders who have been trying to work in Camden.
They say that you cannot have anything loose overnight. You have
to lock everything up, including materials. You have to put night
watchmen there and put them under floodlights. People will come in
and take things out at night and go in and rip out your copper water
pipe and pull your electric wires out and steal anything that is not
nailed down tight. That is a considerable amount of extra expense.

1f the mortaage won’t afford that extra expense. it’s a dead project.
He just ean’t build it. If we had any other fund from which to com-
pensate that extra expense——

Mr. Fascern. You could write in extra expenses for security factors.
That might be one way of handling it.

Mr. Gurreoce. It wonld be one approach. I think we could prob-
ably come mp with something, perhaps, a little more sophisticated if
you would like for us to think about it.

Mr. St Mr. Secretary, we certainly appreciate your comments
about the level of understanding and attitudes in the area insuring
offices, and I have a series of, T hope, very short questions in terms of
the area personnel’s understanding and input into the allocation proc-
ess. One, of course, which gave us some concern, is could you expand
a little bit on how an area office would go about estimating next year’s
starts? As T understand it. this is eranked into your formula.

Mr. Gorrenee. First of all, there are personnel in the area office
who as a consequence of long exposure to the local situation have ac-
cumulated data which deals with the housing industry, deals with the
economy, deals with the financial industry, deals with the total hous-
ing industry asit is in that area. There are factors which the economists
can use which would tend to indieate the amount of growth shich is
anticipated the next year and to ecrank all of these things in, even
including surveying builders on what their plans are. We have had
our surveys also cover what are the inhibiting factors to achieving a
eertain amount of production.

For instance, around here one of the inhibiting factors has been the
fact that sewage-treatment plants were not adequate. Therefore, a
moratorium was placed on new building permits because of that. Any
office that knows that situation, and these are not secret things, ean
modify whatever their projection of starts is based on local conditions.
It is an educated guess at the best, but it is not simply made in the ab-
stract. Tt is based on a number of evaluations of 1oedl pertinent data
whieh would tend toindicate what they could feel would be the starts
level. And then von develop a traek record of having made a projection
and go back and find out how you did, with experience you tend to re-
fine 1f. We have found that our projections come out very close.

Mr. St There will be inevitably variations from area to aren of-
fice depending upon their abilityand the accuracy of information.

Mr. Gurrence. That is correct. We do a supervisory review of that
at the Washington level hoping to compensate for what we obviously
know: areé varying capabilities and experiences, so Mr. Thornton’s
shop has gome national eriteria they ‘ean apply to that and put some
corrective factors on them when they get too far out. '
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Mr. Stow. I wonder if T could tie that into the chairman’s ques-
tion. I am certainly not picking at your personal efforts. I believe you
stated you were going to Hartford in November to discuss with the
local builders and the mortgage bankers their reasons why they were
not interested or had not been in the program. With emphasis on
production at this point; since it is an essential factor that goes into
your formula, if there is an area in the country for a variety of reasons,
some valid, some possibly questionable, that has not participated in
the 235 or 236 program, if in fact the regional administrator charged
with the responsibility of trying to make these programs available
to all interested in it because of difficulty in getting that kind of ex-
perience level going, let’s say region 1, would lose his commitment or
his allocation by virtue of the fact that he hasn’t been able to put it in
production, and it seems to be the present system, assuming we are
making progress in developing capability and understanding, tends
to be weighted in favor of the southern region where single family
home building has been a tendency. '

Is there any way for adjusting or allocating back to those areas
where you can get a breakthrough through greater understanding
renewed interest in the program?

Mr. Gurrenge. Surely. I will give you a typical case, Tulsa, Okla.
Last year the industry around there was not interested. We had some
meetings. They got interested. They got interested with a great mis-
sionary fervor. The net result is they made a rather strong request to
allocate some more 235 down here because we have now all of a sudden
gotten people wanting to build and our past track record is no criteria
of what we are going to do. Well, we were able to give them additional
235 and they did use it well and they then have made an improved
track record. So we have enough flexibility in the process to be able
to be responsive in any of those types of cases.

Mr. Stivn. This question would go to the regional administrator’s
ultimate authority under the reorganization and decentralization plan.
Do you contemplate moving in the direction of permitting a regional
administrator to reallocate within his region after receipt of his initial
alloeation ?

Mr. Gurrenge. This is about the third refinement of that cut at
the moment.

Mr. Strrr. In the future. would you estimate as the program gets
more sophisticated and criteria are more stable, that the regional
administrator will in fact have more authority?

Mr. Gurrepae. We have no philosophical objection to that. Our
practical problem is generating the eapacity to have access to the data
and to perform the caleulations and do all the other things. These are
rather extensive. We have a good many people spend a good many
weeks, stretching into months, at the central office using sophisticated
equipment to arrive at all these fienres.

There is a real administrative question whether or not such a highly
specialized thine should be broken np info 10 pieces and expect 10
organizations to do it. They conld, but T wonld still then have the
administrative problem of tryvinge to evaluate the data which each of
the 10 regions came up with. When thev eot throngh all they would
have would be essentially the same data that we come up with now.
They would have given it the prior administrative refinement at their
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level rather than us making the first cut and them then making the
administrative refinements. We would still wind up with essentially
the same problem of trying to take the needs of 10 cities in a certain
region and 10 offices in a certain region and measure them against
the national total pot: Do the 10 offices in that region constitute 17
percent of the pot, 9 percent of the pot, or what ? We would still have
that because we have one national pot to be divided. Whether divided
in 10 pieces or seven pieces, you still have to do some type of formula
which has some relativity toit.

So we like to feel that the time would come when there would be that
much sophistication, and training, and so forth in the regions. We
have no objection if it is. We know it is not there now. A year or two
down the road we might be able to do it.

Mr. Stirr. One other question here and I think you have really
answered it many times but I would like to lay it to rest because it does
seem to keep coming up in terms of area office understanding. This
is the matter of initial fund reservation versus your new criteria now
in 235 and 236. The statement is frequently made that the initial fund
reservation is dependent upon basically that the builder applicant had
control of the land, which was defined in a very broad way, either an
option or variety of other means which satisfy the regional office or
area office that he in fact did have a site; fitting into your broad cri-
teria, and then from that point on it became a fund reservation. It
coes quite a bit, I think, to Mr. Fascell’s questions.

It is my understanding with the new criteria there is no longer an
injtial fund reservation based upon a mere showing of control of the
land by the applicant. In other words, control of the land meant only
that he had an option on a site. All the zoning, all of the necessary
conditions to make this site fully approvable as a firm commitment,
had to be taken care of by the builder prior to the issuance of the firm
commitment or start of construction. I am just trying to clarify that
that was part of the old criteria.

Mr. Gurrence. Of course, there never has been an earmarking or
reservation of furds based merely on the fact that somebody had a
site which we approved of and he controlled. There were a number
of other technical determinations that had to be made before we would
issue a feasibility letter. He did have to have control of the site. It did
have to have already appropriate zoning but it also had to have cer-
tain amenities. It had to have publie transportation if that is what was
required. It had to have the community facilities that would be nor-
mal to be expected, the shopping, the recreational activities, edueca-
tional opportunities, employment opportunities. It had to have all of
those things, too, all of which are reviewed and found to be satisfac-
tory before we would issue a feasibility letter, at which point an
earmarking of funds takes place.

Now, under the Project Selection Criteria we will have to take all
of those things into consideration which I have just mentioned, plus
the additional ones, and I pointed out that 3 or 4 years ago we couldn’t
even spell ecology and now we have to include it in all of our criteria,
S0 we {:ave the additional eriteria which have to be applied. The Proj-
ect Selection Criteria process establishes a priority of funding. It does
not supplant or take the ‘}]a(‘e of the feasibility determinations.

Mr. Stire. Would that be your priority registration system?
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Mr. Gurrenee. Noj the Project Selection Criteria are the eight
points we covered. Those are part of the feasibility determination.
They become a threshold. You }mve to get adequate or superior—you
cannot get a poor rating on any of them—in order to be considered for
funding but when you have passed that threshold you still have to

t the feasibility determinations, so this Project Selection Criteria
<ind of gets in the front end of the feasibility determination.

Mr. StiiL, Thank you, Mr. Secretary.

Mr. Mo~agan. Thank you very much, Mr. Secretary. It may be that
there will be other questions that we would submit to be answered for
the record.

Mr. Gurrepae. Be delighted to do so.

Mr. Moxacan. And we are grateful to you for coming and also to
your staff of experts who have been ready to answer any complicated
questions. Apparently we weren’t able to think up too many that re-
quired recourse to all the experts here, but we hope to remedy that as
time goes by.

Mr. GurLenGe. Fine.

Mr. Fascerr. Mr. Chairman, you could turn that around and just
say the Secretary is so competent he didn’t need them.

Mr. Moxacan. Well, that was the implication of my remarks and
if it isn’t clear I will certainly say that, that your understanding and
control and scope of knowledge of this program is impressive and
we are grateful to you for letting us have the benefit of your thoughts
in such a frank way. I know for our part and I think for the others
we have had a very constructive interchange and it is my hope that
we can continue to do this as time goes by for the benefit of the
program. So thank you very much.

Mr, GurLepee, Thank you, sir.

Mr. Monacaxn. We will adjourn this hearing.

(Whereupon, at 12:13 p.m., the subcommittee adjourned, to recon-
vene subject to the call of the Chair.)




APPENDIXES

Arrenpix A.—CorresponpeENceE From tHE DEPARTMENT OF HOUSING
AND UrBaN DEVELOPMENT

DepARTMENT OF HOUSING AND URBAN DEVELOPMENT,
FepERAL HOUSING ADMINISTRATION,
November 8, 1971.
Hon. Jounx 8. MONAGAN,
Chairman, Committee on Government Operations,
House of Representatives, Washington, D.C.

DeAR M. CRAIRMAN; At the recent hearing before the Committee on Govern-
ment Operations, committee members asked that I provide certain jnformation
for the record. The requested information follows.

On page 150 of the transeript, Representative Dante Fascell and I were dis-
cnssing the use of section 23 leased housing authority in connection with a
section 236 project and the Representative asked if there were a problem under
such an arrangement in that it might involve a double subsidy. Mr. Fascell
then sasked that if there were a problem, would we give him some information
to show the extent of it.

There is no problem of a double subsidy when the section 23 leased program
is used in connection with a sectien 2 project. In such a case, the housing
unit is rented at the market rent and the only subsidy utilized in the section 23
subsidy which pays the difference between the market rent and the rent paid
by the public housing tenant. On page 152, Mr. Chairman, you and I were dis-
oussing cancellations of section 236 reservations of contract authority and an
estimation of the delay occasioned by such cancellations. You asked for infor-
mation as to the period of time between the award of reservation and the
cancellation of the authority.

We have recorded 210 eancellations of section 236 contract authority reserva-
tions, totaling approximately $20 million. Our records show 168 of the cases have
dates for both the preliminary reservation and the cancellation. The shortest pe-
riod between those dates was 1 month, the lIongest was 18 months, and the aver-
age was T months, The majority of the cancellations ocenrred prior to commit-
ment application which requires a fee. A number of ecancellations occurred, how-
ever, during and after commitment processing. These latter cases tend to increase
the average time period.

May I again thank you and the committee members for your courtesies and
express my pleasure at being able to provide you with this additional information.

Sincerely,
EuGENE A. GULLEDGE,
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ArpENDIX B.—ANSWERS 0F DEPARTMENT OF ] lousinGg ANp UnsanN
DEVELOPMENT TO ADDITIONAL SUBCOMMITIEE QUESTIONS

OcroseEr 19, 1971.
Mr. BuceENe A, GULLEDGE,
Assistant Secretary-Commissioner, Housing Production and Mortgage Oredit De-
partment of Housing and Urban Development, Washington, D.C.

Dear Mzr. GurreEpce: Your prepared statement and your answers to questions
by members of the subcommittee at our hearing on October 12 and 14 were valu-
able in illustrating the operations of the Federal Housing Administration, and
Your efforts to aid the subcommittee in its overview of this important segment
of the Department of Housing and Urban Development are greatly appreciated.

Enclosed are additional questions which we would like to include in the printed
hearing. We would appreciate your submitting these answers by November
2, 1971.

Yery truly yours,
JOHN 8. MONAGAN, Cliairman,

DEPARTMENT oF HoUsSING AND URBAN DEVELOPMENT,
FEDERAL HoUSING ADMINISTRATION,
Washington, D.C., November 5, 1971.
Hon. Joux 8, MONAGAN,
Chairman, Legal and Monetary Affairs Subcommittee of the Committee on Gou-
ernment Operations; House of Representatives, Washington, D.C.
DEAR Mg. MoNAGAN : This is in reply to your letter of October 19, 1971, request-
ing additional material for inclusion in the subeommittee’s printed hearings.
The material requested is arranged as a separate enclosure for sach major
question area included in your letter.
I trust this information will be helpful.
Sincerely,
EUGENE A. GULLEDGE.

Question 1. We touched on the subject of priorvity commitments at our hearing.
Could you please expand on your explanation of “priority registration”?

I3 there a possibility that this registration procedure will cause scasonal spuris
in housing starts to take advantage of each new 235 allocation to an FHA insur-
ing office?

Answer, Priority registration.

The preliminary reservation system is a promise to a builder or developer that
contract anthority will be held for a specific length of time so that applications
from eligible purchasers of a specific number of the properties which he plans
to build can be approved, if they are submitted within a specific time period.

This gives assurance to the builder that he can proceed with his plans and
that there is contract anthority on hand to honor our promises.

Priority registrations, on the other hand, represent promises by HUD to build-
ers that applications from eligible purchasers of their housing will be given
priority consideration for future contract authority.

Priority registrations permit builders to proceed with their development plans
in periods when actual contract authority is not available.

In practice, preliminary registrations are used when contract authority is
available. Priority registrations are used when it is not.

Common use of the priority registration system is when the Department is
operating on a Continuing Resolution. Therefore, the initiation of the priority
registration system was designed to maintain program continuity at times when
contract authority is exhausted. This permits us to avoid artificial spurts in pro-
duction due to artifically timed releases of contract authority.

Question 2. At the hearing I expressed my interest in knowing what part of
liousing starts are under HUD subsidized programs and what part is unsubsi-
dized.

Could you give us a brealkdown for the first 9 months of 19712

If not, in how many months of 1971 are such figures available?

Are such statistical breakdowns available monthly?

(120)
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Question 3. On the subject of reallocation of commitment authority for sub-
sidized housing programs among regions, Mr. Baruch stated that reallocations
among regions was not extensive. Would you please supply a breakdown showing
the initial allocation for each region and the extent to which commitment author-
ity was increased or decreased in fiscal years 1969, 1970, and 19712

Answer. Reallocation of authority between regions.

As indiecated in testimony before the committee, there have been relatively
minor reallocations of subsidy authority between regions, The only such realloca-
tions oceurred in the section 235 program resulting from the need to respond to
emergency situations, that is Hurricanes Camille and Celia, and a recapture of
available funds as a preliminary step in making a general distribution of
authority. The reallocation of recaptured authority in such cases loses its identity
in the subsequent distribution of a greater amount of authority.

Question 4. We are interested in the evolution of your approach to the alloca-
tion of subsidized housing commitments. To help us understand this evolution,
perhaps you could summanrize some of the experiences that have led to the adop-
tion of your present allocation method.

Answer. Evolution of system of allocating contract anthority.

It i8 correct to say that the present system used for the distribution of eon-
tract authority for the subsidized housing programs did evolve through a series of
changes in distributional methodology.

Fiscal year
1970 (re-
capture for
general
distribution)

Fiscal year 1970 (Camille)
September 1969

Fiseal year
1971 (re-
capture for
genaral
distribution) —

Fiscal year 1972 (Celja)
ugust 1571

Qctober 1970 “Allocation

Recapture Allocation . March 1970 Recapture

Region:
$612, 930
1,742, 656

£320, 00O §113,750

$128,000 .. ......
; “ 1, 016, 000

QIR IO1E v il
AR 000 RS T
182, 000 $910; 000

4, 640
81, 28

Under the section 236 program, the initial alloeation of contraet aunthority was
made to the regional offices. This allocation was based on the distributional
percentages already in effect for the section 221 (d)(3) BMIR program, The
BMIR distributional approach was based on-the number of families in each
region with incomes between $4,000 and $7,000, and enmulative alloeation experi-
ence for each region against the eumulative allocation experience for the Nation.

In. July of 1969, the BMIR percentages were revised to include the existing
backlog of requests for section 236 reservations.

In December of 1969, the multifamily housing programs were decentralized
from the regional to the insuring offices. The method for distribution to the
offices was developed utilizing occupancy potential (double weighted ), utiliza-
tion of the section 286 program to date by each office, and existing backlog appli-
cations for section 236 and BMIR.

As the section 236 program expanded, the BMIR input was dropped from the
methodology. The other factors were periodically updated and proposed distri-
pbutions were submitted to the regional office for review, comment, and
recommendation.

In January of 1971, the system deseribed in my testimony was put into effect
and the prineipal modification since that time has been to put inereased em-
phasis on the need faetors as eompa red to the production factors.

Under section 235, the initial allocation of contract authority was handled
directly in central office. Initial reservations weré made on a first come, first
served basis, and this eventually was modified to permit each office to set prior-
ities for the reservation requests submitted to central office.

In July of 1969, the distribution of contract authority was decentralized to the
insuring offices. The factors involved in allocating the contract authority to the
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insuring offices involved families within the income range served by section 235,
the existing 235 backlog in the field, and program activity under section 221
(d) (2) and 203 in the comparable price range served by section 235.

As contract authority became available for distribution, the factors utilized
were updated. Also, proposed distributions were reviewed by the regions for
comments and recommendations,

In January of 1971, the present system for allocation of section 235 contract
authority described in my testimony was put into effect and again the change
since that time involved a greater emphasis on need as compared to production
capahility.

It should also be moted that on July 7, 1970, we instituted the utilization of
early feasibility under section 236, and on October 21, 1970, we instituted the
utilization of priority registrations under section 235. These systems perimitted
the industry to maintain production continuity based on anticipated appropria-
tions. The establishment of this continuity was essential in view of the normal
evele of congressional appropriations which oceur usually in the fall, when for
planning and development purposes, it was essential that the industry have
knowledge that the appropriations would be available to it in the spring.

Question 5. Your definition of “needs” as a criterion for allocation of commit-
ment authority is complex, Could you illustrate by reference to one or two specijic
areas or insuring offices kow this criterion is applied?

Ansgwer. Caleulation of “Needs”.

Application of a test of “needs” in various jurisdictions for use in determin-
ing an equitable distribution of available housing subsidy resources is accom-
plished by ‘a series of mathematical' caiculations which accomplishes the
following :

1. All households in each housing market are distributed between owners
and tenants by age of household head, by income groups, and by condition of
honsing (standard and substandard).

2. The income levels which can be served by publie housing and section 2306
programs are identified in these distributions.

3. Fixed percentages of various classes of households are’ calenlated  as
assumed 1-year potentials for absorption of subsidized housing, as follows:

(a) 1214 percent of low-income two-or-more-person nonelderly tenant house-
holds in substandard units;

(b) 5 percent of two-or-more-person nonelderly low-income tenant households
in standard units;

(e) 1214 percent of elderly, one-person, low-income tenant households in sub-
standard units;

(d) T percent of elderly, one-person low-income tenant households in standard
units ;

(e) 8% percent of elderly, two-or-more-person, low-income tenant households
in substandard units;

(f) 8% percent of elderly, two-or-more-person, low-income tenant households
in standard units;

(g) 5 percent of all nonelderly, two-or-more-person households within section
235-6 income range:

(h) T percent of elderly one-person tenant households within the section 235-6
income range;

(i) 814 percent of elderly, two-or-more-person households within the section
235-6 income range;

(j) Approximately 1 percent of total elderly owner households (standard
and substandard units).

The overlaps between groups of households eligible for public housing and
for section 236 are estimated.

The sum of the individual calculations (a) through (j) minus the overlaps
estimated above provides numeric locality estimates which are considered to
reflect the proportionate “needs” of various loealities for subsidized housing.
Summaries of these locality estimates by insuring jurisdictions provide numbers
which reasonahly reflect the relative levels of ‘“needs” for subsidized housing
in various jurisdictions. Percentages of the national total of this series become
the “fair share” standard for comparisons of insuring jurisdiction allocations.

The establishment of the county or SMSA base numbers as of 1971 for use
in the ealculations in item 3, above, is done in the following manner:

1. 1960 census data are recorded for the detail which most nearly approaches
the detail required in item 3, above;
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2. Further refinements of locality detail in (1) are made on the basis of
regional or national distributions at the same date.

3. Updating of income distributions from 1959 data (from the 1960 census)
is provided by application of income increase rates which are appropriate to
individual localities, as indicated by Department of Commerce “County Business
Pattern” data.

4. Growth factors for numbers of households are applied to all household
gseries which reflect (1) total community growth as estimated by HPMC-FHA
and (2) changes in age distributions (espeecially, increases in elderly) ;

5. Adjustments in substandard units are made which reflect national patterns
of housing improvement, with local adaptations to reflect unusually rapid or
slow growth. To recognize relative improvement of housing conditions resnlting
from rapid growth and consequent housing replacement, the growth factor is so
designed as to reflect accelerated reduction of substandard housing in rapidly
growing comununities.

6. To reflect the impact of construction of subsidized housing, the numbers of
units in related subsidized production since 1968 within insuring jurisdictions
are subtracted, respectively, from the base numbers from which public housing
and section 236 are calculated in item 3.

An illustrative presentation of the pertinent calculations for the Syracuse,
N.Y., standard metropolitan statistical area accompanies this statement. Elements
of the individual universes which have no impact in the “fair share” caleulations
are excluded (such as higher income household data and owner-household distri-
butions by income and housing condition). For other phases of housing-market
analysis, the illustrative tables include bedroom distributions at eertain points.
This refinement is not employed in the “fair share" processes. Inasmuch as the
entire system of “fair share” calculations is performed by a computer, the Syra-
cuse illustration has been developed for training and other uses. The overlap
calculation, which is used only in the “fair share” computer computation, is not
reflected in the Syracuse illustration.

Item 6, above, is not included in the Syracuse illustration since it is incorpo-
rated into the computer as an insuring jurisdiction aggregate, rather than as a
locality factor.
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Question 6. There is a clear interrelationship between the various subsidized
housing programs. Would you please supply for the record the commitment for
each region of the country for each of the subsidized housing categories; that is,
section 235 and section 236 commitments as well as public housing and rent supple-
ment. In addition, could you please supply the subcommittee with a breakdown
of the commitments made under gecction 502 program administered by the
Farmer's Home Administration, providing totals by HUD region.

QUESTION NO. 6.—AUTHORITY MADE AVAILABLE BY REGION1

Sec. 235

Low rent
Rant Department of public
supplement Regular Agriculture Sec, 2 housing

18, f3° 124
2,697, 746

,“ 3 . , 006
£9, 415,390
59, "rFi“J
53, 408, 330
- i i 18, 756, 202
Nt 15, 340, 799
|3 e N A s EIS 37,392,708
SR e e 8, 3?9 393 17, 346, 710

{0 ] e R S 159 053,614 331,6..’.1, 898

i Flgur—"‘ re,J anl cumulative authority allocated to regions threugh Ocl. 8, 1971, inception of the
ms. Figures for low rent public housing reprasent I year 1972 only
y-mn .t B fuf’d t| un L] -|:I1 author |1.r '1;, been decentralized to the regions.

Question 7. The subcommittee would appreciate your supplying the following:
A. The number of multifamily structures 1ohich are:
1. In technical default ;
2. In monetary default;
a. Foreclosed by mortgagee;
b, Have been assigned to HUD by mortgagee under insurance agree-
ment:
e, Admong those properties in default how many are:
(1) Being operated under an informal workout agreement :
(2) Being operated under g modification agreement ;
(3) Aequired by HUD by foreeclosure or assignment by mort-
gagor?
Please supply breakdown by program, for example, 236, 221(d) (3), et cetera.
Please supply dollar amounts for each category.
B. The number of homes owned by the occupant which have been assigned to
HIE)
1. Where the mortgage is being paid off under a forebearance agreement:
2. Where HUD has acquired the properti.
Please supply breakdown by program, for example, 235, 221(d) (3) et cetera.
Please supply dollar amount for each category.
Of those owner-oceupied and multifamily units acquired by HUD, how many
are presently in the HUD portfolio of acquired properties by region?
Are you experiencing any difficulty in disposing of these properties? Greater
difficulty than previously?
What has been the effect of reacquisitions upon the insurance fund?
Finally, with reference to multifamily units, could you supply a breakdown as
to the number of monetary defaults which are in the inner city as opposed to
elsewhere? Are in projects operated by nonprofit sponsors as opposed to operated
by profit motivated organizations?
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ACQUIRED PROPERTIES ON HAND (BY REGION)

Set 221(d)(3) BMIR SE\. 22[((1\(;) MIR-R/S

= E Original
Region mbe it Y Numbar Uml; mortgage

Answer. Single family.

Through June 20, 1971, 1,529 section 235 mortgage notes have been assigned
to HUD at a cost of $283,788,213. As of the same date, 2,623 section 235 properties
had been acquired, including 188 assigned mortgages ($2,724,833) which were
converfed to acquired properties. Of these total acquisitions, 539 had been sold,
leaving a balance of 2,084 acquired properties on hand at a total cost to HUD
of $33,803,315. Our system does not readily identify the regions in which these
properties are located. As of September 30, 1971, nine assigned mortgages were
under forbearance agreements.

Of the section 235 properties which were acquired and sold by HUD, the
average loss per sale was $3,572. There is no evidence to suggest that re-
acquisitions prove more expe nsive than initial aecquisitions, Our experience to
date with section 235 acquisitions shows that disposal of these properties is
somewhat more difficult than for other single-family owned properties, due to
the fact that relatively more section 235 homes are located in older inner city
areas,

Sinee the predominance of subsidized multifamily projects in monetary default
are located in inner cities, it is logical to assume that the bulk of any properties
which are aequired will be in inner cities and, therefore, as our experience has
shown, more difficult to dispose of.

Question 8, In response to question 4 submitted by Chairman Monagan for
answor by the Department after the hearing on May 2} the Department stated
that in areas showing evidence of substantial speculator activity a modified-cost
approach has been instituted to control profits. Would you please explain how
this modified-cost approach works?

Answer. Modified cost approach.

This amplifies material sent to you in response to your May 24 question.
Attached you will find a self-explanatory cireular which was sent to all of our
field offices and which establishes a procedure for modified cost approach in
seetion 235 housing.

I. Required identification of ownership where seller is not the owner-occupant,
existing properties.

1I. Use of modified-cost approach on existing properties in areas dominated
by speculator activity.

PURPOSE. IDENTIFICATION OF OWXNERSHIP

The increasing number of applications for mortgage insurance being received
involving innercity and other problem areas dominated by speculators has made
it necessary to provide these additional instructions which are applicable to
delineated areas as hereinafter described.

Sellers who are not owner-occupants must be identified in order to disclose
straw parties and speculator activity. The application form 2800 will be revised
at its next printing. In the meantime, the following instructions with respect
to identification of ownership must be implemented immediately.

MODIFIED-COST APPROACH

The directives in this circular concerning the modified-cost approach supple-
ment the outstanding appraisal instruetions in section 14, volume VII, FHA
manual and are intended to facilitate more realistic appraisals of properties
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located in areas of extensive speculator activity. It must be emphasized that in
appraising income properties the market approach is the most reliable indicator
of value and must be utilized as the principal approach. In areas where specula-
tors constitute the principal means by which properties are marketed and FHA
is the prineipal source of financing, this additional approach to value will help to
prevent unreasonable disparities between net sellers’ prices plus typiecal costs
and FHA values with the attendant implications of excessive speculator profits.
This modification of the cost approach, which will be implemented Immediately
in the areas affected, will provide another limit upon value to supplement the
market approach. The information concerning ownership, acquisition prices, re-
pairs, and other costs shonld be an invaluable source of data to implement this
approach.

A speculator is one whose motive in purchasing a property is to resell as soon
as possible at a profit. He may or may not make repairs and may purchase on a
contract for deed or he may buy outright,

When speculators predominate in the buying, repairing, and selling of older
existing dwellings, there frequently is inadequate market data available for
market comparison purposes that does not involve, or is unaffected by, such specu-
lative transactions. In such neighborhoods, this modified-cost approach is
mandatory.

I. INSTRUCTIONS FOR THE IDENTIFICATION OF OWNERSHIP

A. Effective immediately, field offices will provide mortgagees with a list of
delineated areas or neighborhoods which are dominated by speeculafor activity.
The mortgagees will be advised that applications in such areas must be accom-
panied by the name and address of the owner of the property, the date the prop-
erty was acquired and the present status of the property with respect to any
options to sell,

(1) If the date of purchase of the property is less than 2 years prior to the
date of application and the owner is not the occupant, or

(2) If the owner (whether oceupant or not) has optioned the property, or

(3) If the field office for any pertinent reason deems such information es-
sential on a particular application,

The total itemized cost of acquisition and an itemization of the cost of any
improvements made to the property by the seller, or the option price, if
applicable, must be furnished with the application. Falsification or other
fraudulent information will be considered ecause for prosecution.

B. Valuation clerks must be instructed to carefully review all applieations in
delineated areas during initial review prior to assignment to ascertain the need
for the required information in A above, and if not in the file, the application
will be returned to the morfgagee as a fee earned reject. The information pro-
vided will be transmitted to the processing appraiser together with the appli-
cation.

C. The director of each field office will issue a letter to all mortgagees in his
jurisdiction reciting the requirements in paragraph A above.

II. MODIFIED-COST APPROACH

A. Delineation of arcas and benchmarks.—The neighborhoods in which this
modified-cost approach is to be used must be designated and delineated by the
chiel appraiser in each field office and will be limited to those areas dominated
by speculator activity.

1. The first step in this approach is to collect sales data of net prices
received by sellers selling to speculators (reflecting the “as is value” (before
repairs) ) using the market approach. Benchmark appraisals will be estab-
lished in accordance with paragraph 714183 to justify the appraiser's as is
ralue. The benchmark comparison must he made on form 2019 for each type
of property typical in the locality. The data can be collected from the usual
sources of market data ineluding courthouse records, mortgagees, contrac-
tors, brokers, and speculators dealing in this kind of property.

The benchmarks will be coded for identification purposes and the code
number identified on the 2800 used in appraising the subject.

B. Data.—The next step is to collect data relating to the following four items
deseribed below. Verification and comparison of substantial amounts of this data
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is necessary to assure its validity. This data will be assembled by the office and
provided the fee and staff appraisers working in the areas designated. It must
be npdated as needed to assure its reliability.

1. Expenses incurred in connection with the as is purchase from the origi-
nal owner (recording charges, transfer taxes, and any other expenses of
purchase).

2. Interim financing expense (interest on borrowed money necessary to
carry the property until resale) expressed as a percentage which will be
applied to the as is value.

3. Expenses incurred in connection with holding the property awaiting
sale and closing (such as taxes, insurance, water and heating costs, grass-
cutting, et cetera.) This may or may not be an element of expense, particu-
larly if in the typical transaction the sale is consummated early or the
speculator rents the property during the sale period.

4. Typical broker’s commission charged (percentage) on properties of this
Ly pe.

C. Repairs—The cost of repairs proposed or required to make the subject
property acceptable must be estimated in the usual manner.
. Method:

1. Determine the as is value from the benchmarks provided. Enter the as
is value in box 31 on the 2800-3 (see example). The benchmark 2019 ntilized
will be identified by code number next to the as is value.

2. Enter expense of as is purchase { B-1 above).

3. Caleulate the interim financing expense (B-2 above),

4. Add holding costs (if any) (B-3).

5. Add repairs proposed or required to bring the subjeet property up to a
condition acceptable to HUD and the market (from box 33).

6. Next, total the as is value, the expense of as is purchase, the interim
mortgage expense and the repairs.

7. Multiply this total by a reasonable overhead and profit allowance. A
reasonable profit is one which is required in order to attract legitimate enter-
prises to engage in the purchase, repair, or rehabilitation, and resale of older
properties in the locality. The profit allowance must be such that it will dis-
conrage the “speculator” or “suede shoe’ operator. The purpose is fo exclude
from FHA insured mortgages the possibility of exorbitant profits at the
purchaser's expense.

8. Compnte the broker’s commission on the sum of the above.

9. The result is the modified replacement cost.

This total is then entered in block 32, “Total Replacement cost.” This
amount is an upper limit of value for the property and will also be entered
in box 36, “Appraisal Summary” as “Cost.”

Example of modified cost approach

(1) As is value $6, 200
AR T R P T R g Y e e ST . R ST T 5
(3) Interim financing expense (9 percent, 3 months on $6,200) _____ 140
) D g OB T e e e e s e (None)
(5) Repairs 1, 800

(6) Total S R

(7) Overhead and profit (125 percent x $8,215)_ - 10,268

(8) Broker’'s commission (5 percent)___ 540
(810,268-+-95 percent==$10,808—3$10,268=

(9) Modified replacement cost

Question 9. At our hearing it was brought out that HUD no longer uses the
preferred stock deviee to ewercise control over multifamily projects insured
by FHA.

What forms of control does FHA have over mortgagors replacing the preferred
stock arrangement?

Why was the preferred stock arrangement eliminated?

Do you find your present conirols satisfactory or do you have alternative
suggestions?
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Answer. FHA control over multifamily project mortgagors of FHA insured

projects are controlled by regulatory agreements which are contractual gree-

ments executed by mortgagors “In consideration of the endorsement for insurance
by the Commission * * * and in order to comply with the requirements of sec-
tion * # * of the National Housing Act * * * »

When the National Housing Act was amended to authorize individuals, part-
nerships, joint ventures, and other noncorporate entities to be eligible mortgagors,
another form of control became necessary in the absence of preferred stock.

Present control by regulatory agreement is considered satisfactory.




APPENDIX C.—ADDITIONAL MATERIAL SUBMITTED BY THE DEPARTMENT OF HOUSING
AND URBAN DEVELOPMENT REGARDING CONTRACT AUTHORITY UNRESERVED AS OF
Juxe 30, 1971
Of the section 235 contract authority listed as unreserved in the field, over $6.4

million was committed to honor “priority registrations,” or HUD past promises
to allocate contract anthority whenever it became available. An additional amount
in excess of $2 million was for special purposes—model cities, new communities,
ete.—that had not been recorded in the central office as reserved. An undeter-
minable amount was undoubtedly “earmarked” for certain housing, but not yet
reported to central oflice as officially reserved.

Similarly, of the section 236 contract anthority, about $10 million was in the
field offices for special purposes—model cities, new communities, ete.—that had
not yet been recorded in central office as officially reserved for specific housing
projects. An undetermined amount would have been “‘earmarked” for specifie
regular housing projects that had not been officially reserved and reported to the
central office.

All of the contract authority in the central office was for special purpose nse
and for contingeney reserves (interest rate changes, ete,).

CONTRACT AUTHORITY UNRESERVED AS OF JUNE 30, 1971 (COMPTROLLER'S REPORT)

Sec. 235

670, 640

S U R e S e 715 20, 434, 648
e R e e 6, 565, 941 9, 565, 868

otatt U, ST OO T e, Y Ry A ers L a0 000,516

(135)

@)
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